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IN THE MATTER CF:
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Application for review of alternative
regul ati on pl an.

I LLINO S BELL TELEPHONE COVPANY
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and network access |line rates.
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rates and other relief.
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MR PH L CASEY, Adm nistrative Law Judge
M5. EVE MORAN, Adm nistrative Law Judge
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APPEARANCES:
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MS. LOU SE A. SUNDERLAND
MR KARL B. ANDERSON and
MR MARK KERBER
225 West Randol ph Street, Suite 25D
Chi cago, IL 60601
- and-
MR EDWARD A. BUTTS
1800 West Aneritech Center Drive, Room

West Chicago, IL 60185
for Aneritech;

MS. CHERYL L. HAM LL

MB. JOAN MARSH

222 \Wst Adans, Suite 1500

Chi cago, IL 60606
for AT&T Communi cations of Illinois,
Inc.;

SCH FF, HARDIN & WAI TE
M5. CARRIE J. H GHTMAN
M5. TERRI BRI ESKE
6600 Sears Tower
Chicago, IL 60606
for McLeod USA
Tel ecommuni cati ons Services, Inc.;

MANSHI O & WALLACE

MR CALVI N MANSH O

4753 N. Broadway Avenue, Suite 732
for Cable Tel evision and
Comuni cati ons Associ ati on of
Illinois;

MR JACK PACE
30 North LaSalle, Suite 900
Chi cago, IL 60602

for the Gty of Chicago;
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for the People of the State of
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MR MATTHEW L. HARVEY
MR DAVID L. N XON
MR SEAN R BRADY
160 North LaSalle Street, Suite C800
Chi cago, IL 60601
for the Staff of the Illinois

Commi ssi on;

M5. KAREN L. LUSSON
349 S. Kensington Avenue
LaG ange, IL 60525
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MR PETER Q NYCE, JR
901 North Stuart Street, Suite 713
Arlington, VA 22203

for Departnent of Defense & Federal

Executive Agenci es;

MR ALLAN GOLDENBERG
MB. ANN BLCSS
MR DAVID L. HEATON
69 West Washington, Suite 700
Chi cago, IL 60602
for the Cook County State's
Attorney's Ofice.

SULLI VAN REPCRTI NG COVPANY, by
BARBARA PERKOVICH, C S. R
DEI RDORE MJRRAY, C S. R
JENNI FER VELASCO, C. S. R
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JUDGE MORAN: Pursuant to the direction of the
Il'linois Commerce Conmi ssion we call Docket
No. 98-0252, this is an application by Illinois
Bel | Tel ephone Conpany for review of alternate
regul ati on, consolidated with 98-0335, this is a
petition by Illinois Bell Tel ephone Conpany to
rebal ance Illinois Bell Tel ephone Conpany's carrier
access and network access line rates. And
consolidated with 00-0764, which is a verified
complaint to Gtizens Wility Board and the Peopl e
of the State of Illinois versus Illinois Bell
Tel ephone Conpany for reduction in I llinois Bell
Tel ephone Conpany's rates and other relief.

May we have the appearances for the
record, please.

MR NI XON: For the staff of the Illinois
Conmer ce Conmi ssion, Matthew L. Harvey, Sean R
Brady and David L. N xon, 160 North LaSalle Street,
Suite C-800, Chicago, Illinois 60601. And unlike
M. Harvey, | don't know what the ext ra four
nunbers in our Zip code are.

MR, GOLDENBERG On behal f the Cook County
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State's Attorney's of fice, David Gol denberg and
David L. Heaton, 69 Wst Washington, Suite 700,
Chicago, Illinois 60602.

M5. SATTER  Susan L. Satter appearing on behal f

of the people of the State of Illinois, 100 West
Randol ph, Chicago, Illinois 60601
MR KERBER: On behalf of Ameritech Illinois,

Mar k Kerber, Louise Sunderland and Karl Anderson
all at 225 West Randol ph, HQ 25-D, Chi cago 60606.

JUDGE MORAN: Let the record reflect that there
are no ot her appearances at this tine.

JUDGE CASEY: All right. The matter -- this
docket was continued fromlast night to this
morni ng, specifically to pick up with Cook County's
motion to conmpel data responses from Ameritech. W
wi Il hear argument on the notion to compel, but it
is my understanding that the parties have resol ved
some of the outstanding data issues; is that
correct?

MR, HEATON: That is correct, your Honor.

JUDGE CASEY: What are or is the remnaining issue

or issues that have not been agreed upon by the
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parties?

MR, HEATON: Wth respect to Data Request 238,
Cook County received a suppl enental response from
Aneritech that it finds sufficient.

JUDGE CASEY: Deficient or sufficient?

MR. HEATON: Sufficient. So 230 is gone.

JUDGE CASEY: So what's outstandi ng?

MR, HEATON: Qutstanding is 237 and 272, which
both essentially deal with the same general issue,
and that is Cook County wanted a list of the nanmes
of parties or individuals that had hel ped prepare
the response that Aneritech nade to Chairman
Mat hi as' data requests, as well as names of
i ndi vi dual s who hel ped prepare the responses to
Cook County's data requests.

Where there is disagreenment, | think, is
that since Cook County didn't receive a list of
these nanmes prior to its filing this notion, Cook
County believes that it has been unable to question
individuals with relevant -- w th know edge of
rel evant facts.

JUDGE MORAN: M. Heaton, what is the subject
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matter of these inquiries?

MR, HEATON: The general subject matter is, your
Honor, is service quality issues, specifically that
deal with head count changes that occurred within
Ameritech's network operations organization during
the peri od of the alt reg, during the alt reg
peri od, and post nerger. The subject matter also
deal s with adm ssions that Aneritech nade to the
Commi ssioners last fall when the Comm ssioners held
open hearings regarding deficient service quality
per Aneritech. So that's the general area of the
subject matter of these data requests.

JUDGE CASEY: The remmining outstanding is sue or
i ssues?

MR, HEATON: The remai ni ng out standi ng i ssue or
issues, | believe is that --

JUDGE CASEY: You need the names.

VMR HEATON: W need the nanmes. And now, at
this point, we have asked in alternative that
Ameritech produce these individuals at the
heari ngs, or through depositions. And the reason

why we've requested it this late is because unti
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February 14th --

JUDGE CASEY: M. Heaton, we will get into the
timng of this in just a mnute. | specifically
want ed to know what you are | ooking for, and you
are | ooking for the nanes?

MR HEATON:  Yes.

JUDGE CASEY: M. Kerber can you not produce the
list of the nanes?

MR KERBER | don't have any problemat this
poi nt providing what the notion to conpel
characterizes as a short list of a few key
i ndi viduals. The notion was the first time that
that is what the request is.

The original request was for the name of
an individual or individuals who woul d be
responsi bl e for asking questions at the hearings.
And at the tinme that question was propounded, no
party had suggested that we produce anybody ot her
than -- at the hearings, other than the w tnesses,
that at that point had submtted prepared
testi nony.

And so | answered that question by
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essentially saying that the w tnesses woul d answer
within the scope of their prefiled testinony as
woul d be consistent with proper cross. And then in
a foll ow-up tel ephone conversation, | indicated to
M. Heaton that based on the types of questions
that he was asking in general, M. Hudzik would be
the nost appropriate witness to ask.

However, | cautioned himthat the scope
of the data requests that he was referring to m ght
wel | exceed both the scope of M. Hudzik's prepared
testinmony, and the scope of M. Hudzik's per sonal
know edge, and that therefore | wasn't making any
representations, certainly w thout knowi ng what the
question and the subject were, that M. Hudzik
woul d necessarily be able to answer any particul ar
questi on.

And | indicated that we would certainly
try to address that, and would respond in good
faith to any hearing data requests, consistent with
Conmi ssion practice, if in fact they ran into a
brick wall in terms of what M. Hudzik was able to

answer .
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JUDGE CASEY: M. Kerber, so if |I'mhearing you
correctly, you think M. Hudzi k would be able to
answer nost, if not all of the questions?

MR, KERBER | think so, depending on what they
wer e.

JUDGE CASEY: In addition to M. Hudzik, though,
Amreritech would provide a short list of potential
persons that created the docunents or not?

MR. KERBER To be nore specific, | don't have a
problemin principle with providing that, |I'm not
too sure what the purpose is at this point, given
where we are hearing schedule wise. They didn't
ask for that until they filed the notion to conpel,
which I've got a little bit of a problemwth.

I mean, the questions have been a noving
target, after | responded to the first set of
questions, and had that follow up discussion about,
you know, asking M. Hudzik, and going via hearing
data requests, then | get a clarificati on.

JUDGE CASEY: W are going to go into the timng
of it next. | just want know whether you are

willing to provide the short list.
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MR, KERBER | have no problemw th the short
list.

JUDGE CASEY: M. Heaton, if you receive the
short list, would that satisfy you?

MR HEATON. Well, the short |ist we would have
to talk to those people and find out if they have
rel evant information, so sure | would |like to have
the list, but in addition | can't preclude the
possibility that we would need to admt their
testinmony into the record.

MR, KERBER  And there, your Honor, is where
start to have a problem because what the Cook
County State's Attorney's office is asking to do
right now, is on the second to |ast day of the
heari ng, they want to do the discovery that they
shoul d have done several nonths ago. This was done
in follow up to a response to Chai rman Mat hi as’
data request. That response went out to Septenber.

JUDGE CASEY: That brings me to the next |evel
of inquiry and that's the timng. Now we have a
Sept enber 14th, 2000 Chai rnan Mat hi as data request,

when was the response --
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MR, KERBER  Sept enber 28th.

JUDGE CASEY: And then your data request was
when, 2377

MR, HEATON: Aneritech's response to Chairnman
Mat hi as' data request is dated Septenber 28th. |
do not know that that was served on Cook County.
In fact, | doubt it was served on Cook County. W
filed our --

JUDGE CASEY: Do you have any reason to believe
they didn't serve it when they answered that data
request ?

MR, HEATON: | just don't know when. |'msure
they probably did, but I can't answer that
question. But yeah, it was data Septenber 28th.

JUDGE CASEY: M. Kerber, is it your policy --
is it your practice to serve copies of data
requests on all parties?

MR KERBER Yes, it is. | wasn't personally
involved in the service of that one, so | can't
make any specific representations. But certainly
they woul d have been on the service list and in the

ordi nary course of business they woul d have been
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i ncl uded.

JUDGE CASEY: M. Heaton, then your data Request
237 and 272 were first propounded when?

MR, HEATON: Decenber 29th, 2000.

JUDGE CASEY: And under our rules, then
Amreritech was to have responded by when?

MR, HEATON: | believe January 26th, 2001

JUDGE CASEY: And did they respond?

MR, HEATON: Not on January 26th, 2001

JUDGE CASEY: Wen did they respond?

MR HEATON. | received an initial response from
a docunment which | |abeled Exhibit B

JUDGE CASEY: Attached to your notion

MR HEATON: Attached to the motion. This

docunment was dated January 30th. | can tell you,
did not receive it on January 30th, due to -- it
was sent in the mail, and it wasn't, you know,

received in the office by January 30th, it wasn't
faxed to us, and | don't think that was intentiona
on Aneritech's behalf, | think there was a m x up
if I amunderstanding correctly, why they didn't

fax it to us. But | can't say for sure on that,
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but it's dated January 30th.

JUDGE CASEY: Then what happened after you
recei ved the the response that was dated January
30t h, what was your next step?

MR, HEATON: M/ next step was to notify
Ameritech that nunerous of the Aneritech's initia
dat a responses were not responsive.

JUDGE CASEY: And when did that take place?

MR, HEATON: Sonetinme between February 1st and
February 5th, and that was through tel ephone
conversations that Cook County had with Aneritech

JUDGE CASEY: And when you say Cook County, was
that you?

MR HEATON: That was ne.

JUDGE CASEY: And when you say Ameritech, was
that with M. Kerber?

MR HEATON:  Yes.

JUDGE CASEY: Wat happened after the January
February 1st and February 5th tel ephone
conversation?

MR, HEATON: There were letters exchanged, which

sone -- sone of which | included, one was a letter
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dated February 8th, and that was marked as Exhi bit
H attached to the notion. This is a letter from
M. Kerber to me referencing an earlier letter of
m ne on February 7th.

In the February 7th letter | expressed
that several of the responses fromthe January 30th
response were not responsive to the questions
asked. This letter fromM. Kerber stat es, |I'm not
abl e to determ ne why you believe that sone of our
answers to your third set of data requests are not
responsive. Again, | received this letter a couple
days after it was sent in the mail

Before | received the letter, | had
prepared a draft notion to conpel because we had
had several conversations, and in our view we were
not getting responsive answers. So | filed the
draft notion to conpel, laying out all of the
i ssues that we felt were pending.

JUDGE CASEY: Wen you say you filed it, you
filed it with the clerk?
MR HEATON. | didn't file it, | drafted it and

| e-mailed it to M. Kerber which he read. In
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response to that draft notion, the parties were
able to -- Aneritech gave further suppl emental
responses, | clarified --

JUDGE CASEY: Wen did you send himthe draft
motion to conpel, and then if you could tell ne
when the additional supplenmental responses were
gi ven?

MR, HEATON: Draft notion is dated February 8th
and I'mfairly certain | e-mailed it to himon that
date, it mght have been the next day.

MR KERBER | think it was that day, | think
you sent it to ne on the 8th.

MR, HEATON: That next norning, M. Kerber and
had a conversation and we are |ike, oh, well, and
fromthat conversation it was clear that we really
hadn't done everything we could do as far as
working it out informally.

And so in response to that conversation
I clarified some of the questions in the origina
data response, because in M. Kerber's letter of
February 7th he said he couldn't determ ne why you

bel i eve sonme of our answers are not responsive. So
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I tried to make that clear.

JUDGE MORAN: Did you nake themclear orally or
inwiting?

MR HEATON: In witing, and some of it orally,
but I can't say we spoke orally about every single
i ssue that was addressed in that clarification
letter.

JUDGE MORAN:  And is that clarification letter
an exhibit here?

MR HEATON. Yes, it's attached as Exhibit C
with the February 11th letter with clarification.

I think if your Honor |ooks at the cover letter,
it's clear that the we were able to resol ve several
of the disputes, because | |isted out specifically
that there was no dispute remains on several

questi ons.

JUDGE CASEY: M. Kerber, with respect to the
timng in -- of the events that M. Heaton has
rel ated, do you have any nodifications,
clarifications, disputes?

MR KERBER | guess what | would ask you to do

is take a look at Exhibit G second full par agraph.
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And this kind of sunmmarizes, | think pretty
accurately, where we were at that point. W had
had a coupl e of tel ephone conversations, and this
on February 7th, and in essence this letter
recounts the conversation where | advised himthat
M. Hudzi k would in general be the right wtness
for himto address his questions to, and nmade ny
offer to resolve any remaining questions via a
record data request.

I think what the letter very accurately
captures, both in ternms of the letter itself and
our conversations, is you see no particul ar protest
or objection to that approach fromthe Cook County
State's Attorney. Now, | would not characterize
M. Heaton has having expressly agreed, either
that would be unfair. He said, you know, okay, not
okay | agree, but I mean we tal ked about this, |
laid out, you know, what's in here. And so | get
this letter, and so at this point, my thinking, at
least, is that's how we are going to handle it.

Then on February 11th, | got the

clarification fromM. Heaton clarifying Request
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237 and 272, and requesting that | identify every
singl e person who was involved in the devel opnment
of the Mathias data request and the Cook County
head count rel ated data request. And essentially
round themall up, and produce themin the hearing
room just in case Cook County had a question that
M. Hudzik couldn't answer. And | just wasn't
about to do that, and |I certainly objected to that.
You know, this is comng on February 11th.

And, you know, | think ultimately what
the rules of practice allow a party to do is to
identify individuals with rel evant know edge
through their discovery, figure out if they' ve got
rel evant requests on rel evant subject nmatter for
naned i ndi vi dual s, and upon doi ng the right
procedural things and making the right substantive
showi ngs, to have those naned i ndividual s present
in the room

And | think the bottomline is that's
not what they' ve done. | nean Cook County is -- in
the February 11th clarificati on of the data

request, Cook County is kind of on the first step
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of the discovery that you need to do to figure out
who it is that you want in the room and see to it
that they are here.

JUDGE CASEY: M. Kerber, with respect to the
Dat a Request 237 and 272, 237 asks that you provide
the nane of the individual or individuals
responsi bl e for answering questions at this hearing
regardi ng Chairman Mathias' data request. |Is that
M. Hudzi k?

MR KERBER That was M. Hudzik to the extent
that it was within the scope of his testinony and
hi s know edge.

JUDGE CASEY: Well, what about -- are there
things within Chairman Mat hias' data request that
are beyond the scope of M. Hudzik's know edge or
testinmony? | don't know, |'m asking you

MR KERBER | don't knowif that will cone up
in the hearing, but it's a relatively Iong and
detailed data request. The answer to that data
request is a binder with 15 tabs. And M. Hudzik
is famliar with the information in the data

request, he's certainly reviewed the data request
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hi nsel f and he assisted in the preparation of a
fair anmount of it, but sonme -- you know, we
answered a coupl e of thousands data requests, it
was a big teameffort.

JUDGE CASEY: Your response that you gave ne for
237, is it the same for 2727

MR KERBER:  Yes.

JUDGE CASEY: M. Heaton, the data request 237
refers to the data request of Chairnman Mathias, was
that data request in this docket or a different
docket ?

MR, HEATON: Frankly, | don't know that Chairnman
Mat hi as issued it in any specific docket at all.

So | can't answer that question. | would briefly
like to respond to something counsel said.

JUDGE CASEY: Go ahead.

MR HEATON: | think it's a real msstatenent,
he really msstated what we did in our
clarification. M. Kerber suggests that Cook
County asked themto round up every w tness that
had any know edge, whatsoever, and bring them here

into the hearings.
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I"mgoing to read directly fromthe
February 11th clarification. Please provide the
nanme of the individual or individuals who will be
responsi bl e for answering questions at the hearings
relating to Areritech's responses to Chairman
Mat hi as' data request dated Septenber 14th, 2000.

That sentence was in the ori ginal data
request. This was the clarification. To the
extent M. Hudzik is unable to answer said
questions, provide the nane of the primary
i ndi vidual or individuals who prepared Aneritech's
responses to the Cook County State's Attorney's
office's third set of data requests and third set
of interrogatories, and be prepared to produce them
at the hearings for exam nation. The primary
individuals are quite different than the whol e
bunch.

MR, KERBER  That's fair enough, but it doesn't
really change ny position
MR HEATON. Furthernore, Ameritech never

objected to producing a list of these w tnesses

until February 14th. So, | nmean --
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MR KERBER And | still don't fundanentally
have a problemw th producing a list of nanes. |
think that is reasonably within the scope of he
Conmission's rules. Wiat |1've got a problemwth is
nunber one, timng, and nunber two, an unfocused
request to nake individuals available, either in
the hearing room or for deposition, in Iight of
the timng.

I mean, they should have done this in
Cct ober and Novenber, and by now t hey woul d have
speci fic names and specific subject matter, and
they could say, you know, bring Bill Smith in here
to tal k about the follow ng | abor agreenents, or
what ever the subject was. That's where we shoul d be
t oday.

MR, HEATON:  Your Honor, may | respond?

JUDGE CASEY: Last bite at the apple.

MR, HEATON: Cook County asked for this list on
Decenmber 29th, in the original data requests,
Areritech failed to respond to the data requests
within the tinme requested, which was January 16t h,

and they failed to respond by the date they were
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required to respond under the Comm ssion's rules,
February 26th -- or January 26t h.

Had t hey responded on tine, and provided
this list of people that M. Kerber says he didn't
object to providing, had they provided it by
January 16t h, or January 26th, Cook County woul d
not be in the position today, the unenviable
position, of asking the Hearing Examiners to all ow
what may be, arguably described, as additiona
di scovery. So that's the final -- ny fina
conmment .

JUDGE CASEY: W are going off the record right
now.
(Wher eupon, there was an
of f -the-record di scussion.)
JUDGE CASEY: Parties have been unable to
resolve their difference?
MR KERBER: W are still where we are.
JUDGE CASEY: The notion to conpel is denied.
We are going to begin with M. Dunkel, is that the
next w tness?

MR. HARVEY: W were going to ask an indul gence
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here, and that is if, | believe it's been di scussed
anong the parties, I'mnot sure. W would do Ms.
Marshal | before M. Dunkel. | don't know --

JUDGE MORAN:  How much cross do we have for Ms.

Marshal |, and are people prepared to accept that?
MR ANDERSON: First of all, | was not a party

to these conversations. |If any cross is done of

Marshal | from Ameritech Illinois, | believe it

would be ne and I'mnot prepared. And the problem
is here, under the schedule, M. Dunkel was going
to go, and then | assuned M. Hudzik would go. And
I was going to take that tine to determne to what
extent | really wanted to cross exam ne
Ms. Marshall. So to lay it all out, that was ny
t hi nki ng.
So having said that, | may cone back and

tell you I don't have any cross for Ms. Mars hall.

JUDGE MORAN:  How about this, then let's do M.
Dunkel . By that time we should have a | unch break.
Wul d that give you tine?

VR ANDERSON: That woul d be fi ne.

JUDGE MORAN:  kay, let's start. W don't want
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to waste any tinme. M. Dunkel, | swore you in
yesterday, you are still under oath.
(Whereupon G /Cty
Exhi bits Nos. 8.0, 8.0P, 9.0, 9.0P
and 7.0 were narked for
identification as of this date.)
(Wtness previously sworn.)
W LLI AM DUNKEL,
called as a witness herein, having been previously
duly sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON
BY
MR PACE:
Q Pl ease state your nanme for the record
A My nane is WIIliam Dunkel.
Q And can you pl ease state your business
addr ess?
A 8625 Farm ngton Cenetery Road, Pleasant
Lanes, Illinois.
Q M. Dunkel, are you a wi tness in this
proceedi ng on behalf of GCI and the City of

Chi cago?
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A Yes, | am

Q M. Dunkel, did you prepare or did you have
prepared under your supervision three pieces of
testi nmony?

A Yes, that's correct.

Q And | et nme show you what is designated as
&Cl/Gty Exhibit 8.0, do you recogni ze that
docunent ?

A Yes, this is ny direct testinony.

Q And attached to that direct testinony, are
there Exhibits 8.1 through 8.31?

A That's correct.

Q And if -- the questions and answers -- the
questions that are contained in Exhibit 8.0 were
asked of you today woul d your answers be
substantively the same?

A Yes, they woul d.

Q And did you have occasion to prepare a
proprietary version of GCl and the Gty Exhibit
8.07?

A Yes, it's identical except any proprietary

statenents or nunbers are omtted fromthat, there
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is just a blank there.

Q And that was designated as GCI and the Gty
Exhi bit 8.0P, correct?

A The proprietary version is P, and of course
it's the proprietary version that has the
proprietary nunbers in it and the public has the
bl anks.

Q And attached to the 8.0P is a proprietary
set of exhibits, 8.1 through 8.31P?

A Yes.

Q The sanme question with respect to the
proprietary version, if those questions were asked
of you today woul d your answers be essentially the
same?

A Yes.

Q M. Dunkel, did you have occasion to
prepare -- let me hand you anot her docurent, do you
recogni ze that docunent?

A Yes, this is ny supplenental direct
testi nony.

Q And is that GO and the Gty of Chicago

Exhibit 7.07?
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A

Q
ver si on?

A

Q
supervis

A

Q
you toda
same?

A

Q
an Exhib

A

Q
your sup

A

Q

A

Q
testinon

A

Yes, it is.

And is that the only version, a public

Yes.

And is that prepared by you or under your
ion or direction?

Yes, it was.

And if the questions therein were asked of

y woul d your answers be essentially the

Yes, they would.

And attached to that Exhibit 7.0 is there
it 7.1?

Yes.

And that was al so prepared by you or under
ervi si on?

That's correct.

And that is also public, correct?

Yes.

I"mgoing to hand you a third piece of

y. Do you recogni ze that docunent?

Yes, this is ny rebuttal testinony.
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Q Is that that identified as GO /City Exhibit
9.07?

A Yes, the public version.

Q And attached to that document is a public
version of Exhibits 9.1 through 9.21?

A That's correct.

Q And if the questions contained in Exhibit
9.0 and Exhibits 9.1 through 9.21 were asked of you
today, would your answers be essentially the same?

A Yes.

Q And M. Dunkel, did you prepare a
proprietary version of Exhibit 9.0?

A Yes, | did. And it contains the
proprietary version. The public version has bl anks
or data omtted where there is propri etary data.

O her than that they are the sane.

Q And is that designated as GCl and the Cty
Exhi bit 9.0P?

A Yes.

Q And attached to Exhibit 9.0P, are there
Exhibits 9.1 through 9.21P?

A Yes.
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Q And if those questions were asked of you
today, and those exhibits, would your answers be
essentially the same?

A Yes.

Q kay. Wth respect to the direct
testinmony, are there any changes. Modi fi cati ons,
that you've nmade since that testinony was
previously filed?

A Yes, | have. We previously sent out a

packet to all, at least all the acting parties,

think it was probably entire mailing list. W also

have sonme additional corrections that we will be
maki ng now. None of these are significant, they
are m nor changes
MR. PACE: Can we go off the record for a
second?
JUDGE CASEY: Sure.
(Wher eupon, there was an

of f -the-record di scussion.)

BY MR PACE
Q M. Dunkel, | think I asked you on the
record, but 1'll ask you again, in case | hadn't,
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you had nmade changes to your direct, rebuttal, and
suppl errent al direct testinony?

A Yes, we've tal ked about the direct part.

Q Vll, I"'mjust going to put them all
together. Al the changes that you nmade to your
testinmony are reflected in the testinony that's
been filed with the court reporter today, correct?

A That's correct.

Q And we've handed out errata sheets for the
parties for their convenience?

A That's correct.

MR, PACE: Your Honor, pursuant to previous
Heari ng Exam ner orders, M. Dunkel is allowed to
provide additional direct testinmony today with
respect to a certain schedule of M. Dom nak?

JUDGE MORAN: That's correct.

MR PACE: | would like to proceed with that.
Al so, as we nentioned on the record earlier, there
is an agreenent by Aneritech and GCl, in addition
to additional direct related to information
provided by M. Palmer in one of his exhibits to

his surrebuttal testinony.
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MR, BUTTS: Jack, can | ask, you were going to
strike some of M. Dunkel's testinony regarding
directories based on what happened yesterday. Has
this been deleted fromthis or X d out?

MR PACE: Aneritech's counsel is correct.

There was an agreenent between GCI and Aneritech
regardi ng testimony of M. Dunkel that should be
stricken, and that has been reflected in the copies
of the testinony that was filed with the court
reporter.

MR, BUTTS: Thank you

JUDGE CASEY: But it's not reflected on the
errata sheets?

THE WTNESS: Yes, it is not. So can | identify
where that is.

JUDGE MORAN:  Yes, you may. And other parties
have copies of that testinmony, so they can follow
through with the striking.

THE WTNESS: If you will ook at the copy of
rebuttal that has been provided, but it's not
mentioned in the erratas, starting on Page 12, Line

7, there is a question, if your proposed rate even
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exceeds.

JUDGE MORAN:  Is this your rebuttal ?

THE WTNESS: Yes, rebuttal, Page 12. If you
are | ooking at the ones we've handed out today, you
will see there is strike out, which starts on Line
7, and it continues over to Page 13. It starts
with the question that says, if your proposed rate
even exceeds the LRSIC as cal cul ated by Aneritech
that is stricken, and the answer to that is
stricken. And it goes through --

JUDGE MORAN:  And the follow ng question and
answer ?

THE WTNESS: Yeah, and the foll ow ng question
and answer, and the last few words that was
stricken was, below LRSIC. Those word are also
out. The follow ng question that starts out CCl
Exhibit 9.2 is in.

JUDGE MORAN: Is that the only change in your
rebuttal testinony?

THE WTNESS: Yes, that's the only change that
peopl e who got the errata sheets would not be

specifically aware of. This change also is al ready
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in what was handed out today.

JUDGE MORAN:  Than you, M. Dunkel. Are you
movi ng for the adm ssion of these exhibits?

MR, PACE: Yes, Madam Hearing Exam ner, t hank
you for remnding nme. At this time | would like to
move for adm ssion of Exhibits GC and City Exhibit
8.0, 8.1 through 8.31. 8.0P, and 8.1 through
8.31P. GO and Gty Exhibit 7.0 and 7.1. And GC
and Gty Exhibits 9.0, 9.1 through 9.21. And 9.0P
and 9.1 through 9.21P

JUDGE MORAN: Is there any objection to the
adm ssion of these exhibit s?

MR, ANDERSON:  No objection

JUDGE MORAN:  All right, in that event, GO/Cty
Exhibit 8.1 which includes attachnents 8.1 through
8.31, 8.0P which is the proprietary version,

i ncludi ng schedules 8.1 to 8.31P P, Exhibit 7.0,
which is includes attachnments 7.1. And Exhibits
9.0 and 9.0{, which both include attachments 9.1
through 9.21 is admtt ed.

And we will begin cross exam nation. |

will just, however, indicate that before close
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today, M. Pace, you will anmend this GCl exhibit to
include G, slash, Gty?
MR PACE: Yes.
(Whereupon GO /Cty
Exhi bits Nos. 8.0, 8.0P, 7.0, 9.0 and
9.0P were admtted into evidence.)
JUDGE MORAN: And who wi shes to start cross
exam nation of M. Dunkel
MR, PACE: Madam Hearing Exami ner, we going to
do sone additional cross exam nation. |'m having
Ms. Culler to hand out the additional direct
testinmony today. |It's not |abeled as an exhibit.
In fact, it is a copy of docunents at that are
already in the record.
The first page is Schedule 6 to
Ameritech Illinois Exhibit 7.3, which is an exhibit
of
M. Domi nak. And also the second page is Schedul e
2 to Areritech Illinois Exhibit 7.3, which is also
fromM. Dom nak's testinony.
JUDGE MORAN: It's already part of the record?

MR, PACE: Yeah, it's already part of the
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record
BY MR PACE

Q M. Dunkel, can you explain to us today
what Aneritech is attenpting to do on Schedul e 6 of
M. Dom nak's supplenental surrebuttal testinony?

A Yes. If you will look at the schedul e
we' ve handed out which was Schedul e 6, and
particularly today we are addressing the line
that's called the 207 mllion line. As it states
there, M. Dominak is renoving amounts in the
depreciation reserve that were booked there in
1998, and he's also trying to renove anounts that
were booked into the reserve in 1997. So he is
trying to change what was actually booked in the
reserves -- in those years.

These anobunts were actual |y booked, they
actually went into the reserve, so he is basically
trying to rewite history. If he is allowed to do
this, what this will nean is he will be able to
doubl e recover $207 nmillion. And let nme explain
what | nean by that.

Depreci ati on expense is collected from
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the custoners. And the way we keep track as to how
much has been collected is we keep a record that is
called a depreciation reserve. And this is how you
know how nuch has been collected. And it's

i mportant to know how rmuch has been coll ect ed,
because the conpany is allowed to collect the total
investnent over the life.

Let me take a sinple exanple. Let's say
the conpany nmade a $10, 000 investnent in one piece
of equipnment, and it's a sinple account, that as
all there is in that account. They are entitled
over the life of that equipnent to get that $10, 000
back. The way they do this is they charge
depreci ation expense that is collected in the
custoner's rates and they do this each nmonth. So
each nmonth they get a little bit of the $10, 000
back. And if everything works well, by the tane
you retire the plant they will have gotten all of
their $10, 000 investnent back fromthe customers.

Qoviously to do this over tinme you have
to keep track of how much you already collected. In

the past if you usually collect 7,000 and you are
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entitled to a total of 10, you know you need to
collect 3 nore thousand in the future. And the
depreciation reserve is how we keep track of how
much we've already collected fromthe custoners.

Now, what they are trying to do in this
case, and let's take ny sinple exanple, let's say
they have collected $7,000. They are saying our
records show we have collect 7,000 fromthe
customers, but let's pretend we've collected 6, 000.
Now we are entitled to get 10,000 back. If we
pretend we' ve collected 6,000, we entitled to get
4,000 in the future to get to our $10,000 fully
depreciated level. That's what they are trying do.

Now, they really have collected 7, but
they are going to pretend that they collected 6.
That means they get that sanme thousand dollars
twice. They' ve already collected it in the past
but they also collected it in the future.

What they are specifically trying to do
this this case, if you |look at this Dom nak
Schedule 6 there is a 143 million anount for 1988,

they actually collected that, and later one we wll
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show you a schedul e that says they actually
collected it fromthe custoners, it's booked, their
reserve record says they've collected it. They
want to pretend they didn't collect it which neans
they are going to collect it again in the future.

1997 they actually collected 132 million
fromthe customers. Their records show they
collected it, the custoners paid the rates that
cover this cost, they like to pretend they didn't
collect that. That neans they get to collect that
nunber in the future as well. Al of these get hit
by separation factors that we are actually tal king
about three-fourths of these nunbers. You are
tal ki ng about 207 mllion intrastate they have
collected fromthe custoners, their record shows
they got the noney, they would Iike to pretend they
didn't.

If you would allow this, they will get
to collect that 207 mllion twice. They already
collected it once, they also get it in the future,
Under any standard depreciation practice you are

allowed to collect the full anpbunt invested over
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Now, | would like to show you -- I've
been telling you the custoners have paid this
money, and let's denonstrate that that's true. W
have a docunent, if we could hand these out. This
is a response by the Conpany to the City of Chicago
Request 128.

MR PACE: W are going to label this as an
exhibit, it would be a supplenmental direct exhibit.
We'll call it & and Cty exhibit --

JUDGE CASEY: Wy don't you nake it a group

MR PACE: W are going to call this GC and
Gty Exhibit 7.2. the exhibit at tached to that was
7.1, it's going to be GCl and Cty Exhibit 7.2P

JUDGE MORAN:  So this is proprietary?

MR PACE: Yes.

(Whereupon GO /Cty
Exhibit No. 7.2P was
marked for identification
as of this date.)
JUDGE MORAN: Is there anybody in the roomthat

has not signed the confidentiality agreenent in
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this case?

JUDGE CASEY: Pl ease proceed.

BY MR PACE

Q M. Dunkel, can you denonstrate to us today
that Ameritech Illinois actually collected the $207
mllion fromratepayers?

A Yes.

Q And do you have any documents that
denonstrate that?

A Yes, | do. The docunent we've narked as
7.2P, and the pages we will be |ooking at are not
proprietary, there are pages |lat er on that are
mar ked proprietary. The ones we are going to refer
to are not nmarked as proprietary.

JUDGE MORAN:  Are you going to be referring to
anyt hing on those proprietary pages?

THE W TNESS: No.

MR, ANDERSON: Is there any reason why this whol e
thing has to be made an exhibit? 1t has the
aggregate revenue test, it has a bunch of other

stuff on it that | don't think has anything to do
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with what M. Dunkel is about to testify about. So
I" mnot sure the whole docunment is relevant.

JUDGE MORAN:  What pages is M. Dunkel going to
be referring to?

MR PACE: W wanted to provide a conpl ete copy
of the response, since that's been a chall enge by
certain parties through the hearings, that certain
data responses didn't have all of the response. So
at this tine we decided, well, we would put the
entire response in. W are not going to be talking
about every page, in fact, | think maybe one or two
pages. Should we go through this, and then maybe
t hi nk about that?

JUDGE CASEY: Conduct your exam nation, and then
when you nove to admit, M. Anderson --

BY MR PACE

Q Can you please, M. Dunkel, just describe
what this document, GCI and Gty Exhibit 7.2P is?

A Yes, this is the conpany's response in
whi ch we asked for a copy of the annual reports
that the conpany files with the Conm ssion

Q And that was City of Chicago Data Request
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28?

A That's correct.

Q You can proceed

A If you woul d | ook at the docunent that is
mar ked March 31, 1998, this is a report that
pertains to the year 1997. |If you would | ook at
the third page of that docunent,.

JUDGE MORAN:  Not counting the cover page?

THE WTNESS: Well, | was counting the cover
page, yes.
BY MR PACE

Q How i s that page described, M. Dunkel?

A At the top it's called cal cul ation of
bal ance available for return. First of all, if you
woul d | ook at about an inch and a half down, there
is aline called total operating revenues, it's
sonme $2.6 billion, | think this is. Those are the
revenues that are received formthe custoners, this
is what is collected in custoner's rates. So this
is money that conmes directly fromthe custoners.

The line below that, is called

depreci ation expense. This is sone $271 mllion --
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I"'msorry, $671 million, the depreciation expense,
and this is for the year 1997. This is the ampunt
of expense that the conpany actually booked, and
this includes the intrastate portion of the 132
mllion that we tal ked about before that's back on
Dom nak's Schedule 6. So that expense he's trying
to renove is part of this expense that is in this
671 mllion.

Now | would like to point out that this
money did not cone at the expense of the
sharehol ders. This Conm ssion back in the '95 case
said the sharehol ders were entitled to a return of
9.64 percent on their investment. |If you | ook at
the bottomof this schedule, this annual report we
are looking at, you will see that after al |
expenses were covered the sharehol der got 16.85
percent return on investnent.

So clearly paid the depreciation expense
did not cone at the expense of the shareholders.
It came fromthe noney paid in by ratepayers which
covered the depreciation expense, all the other

costs here and there was still 16 percent return
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| eft for the sharehol ders

Now, what happens to the 671 mllion
depreci ati on expense that was expensed in 1997 is
t hat goes into the depreciation reserve. That is
the reserve is nmarked to keep track of the fact
that 671 mllion has been collected fromthe
custonmers. And that is the anobunt they are trying
to pretend was a smaller nunber. The real ampunt
was 671. If accept their adjustment on Schedul e 6,
you would say let's pretend it wasn't 671, it was
about 572. You would ignor e the noney that was
actual ly coll ect ed.

If you | ook at Dom nak -- the docunent
we handed out before that starts w th Dom nak
Schedul e 6, if you |l ook at the second page of that,

which is also part of what they are proposing to do

Q And what is that second page?

A This is Domi nak's Schedule 2. You will see
about an inch fromthe bottomthere is a line
call ed depreciation reserve, state basis. It shows

approximately 4.7 billion in Colum A That is the
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anount that is actually recorded in the reserve, or
I think somebody suggested that for test year, but
that contains, for 1997, that contains this 671
mllion figure that we |l ook for at the '97 study.

What they are doing in Colum D of
Schedul e 2 Dominak is taking that nunmber down.
They are taking out part of the nobney that was
actually booked in '97 and '98. So they are going
to pretend that they collected | ess than they
collected. As we've shown fromthe annual reports,
they actually collected a certain anount, it was
collected in custonmer's rates, they have that
money. They would like to pretend they didn't.

W have al so given you anot her copy
which is the 1998 report, it's the sanme thing, you
| ook at the sane pages, you see they actually got
this nmoney. They still were getting 16 percent
more return after getting enough nmoney fromthe
custoners to cover all the depreciation expense.

Q Did you nean to refer --
JUDGE MORAN:  Wien you are tal ki ng about ' 98,

are you tal king about this other?
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THE WTNESS: Yes, the other docunent, it's
dated March 31, '99.

MR, PACE: Can we go off the record for a
second?

JUDGE MORAN:  Yes.

(Wher eupon, there was an
of f -the-record di scussion.)

MR PACE: Just so the record is clear, GO and
Gty Exhibit 7.2P has two documents attached to it.
One dated March 31, 1998, and the second one is
dated March 31, 1999.

BY MR PACE:

Q So M. Dunkel, if you went through the
docunent entitled March 31, 1998, or excuse ne,
1999, your analysis would essentially be the saneg,
obviously there is different nunbers there, but the
same points would be made, correct?

A Yes, the third page shows that they had
actual |y booked the depreciation expense intrastate
of 713 million, the custoners' rates covered that,
pl us pr oduced over 16 percent return on investnent

for the shareholders. So again the 713 mllion
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depreci ati on expense was not at the expense of the
shar ehol ders.

Q M. Dunkel, you had proposed a reasonabl e
depreciation sponsor for pro forma test year. \Wat
standard applied for determ ning the book ed state
basi s?

MR ANDERSON: 1'mgoing to object to this
question, it goes beyond the narrow scope of this
addi ti onal testinony.

JUDGE MORAN: It does.

MR PACE: | haven't, first of all, asked the
full question. 1 would like to have the question
on the record.

JUDGE MORAN:  Sure.

BY MR PACE

Q VWat standard applied for determining the
booked state depreciation expense for 1997 and
1998?

MR, ANDERSON: The sane objection. | understood
that this -- that GO was provided |atitude here to
present additional oral testinony, which of course

we haven't had an opportunity to revi ew ahead of
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time, narromy focused on the issue that GC had
raised in its objection to the suppl ementa
surrebuttal testimny of M. Dom nak. And that is
the issue regarding the $207 mllion nunber in the
cal cul ation of the depreciation reserve.

And therefore | believe testinony that
goes beyond that narrow scope woul d be inproper
and prejudicial .

MR PACE: Well, the $207 mllion nunber
obviously is evidenced by M. Dom nak's Schedul e 6.
He's tal king about an adjustment based on 1998 and
1997 depreciation expenses. So this is a question
that certainly related to the $207 mllion figure.
I think we have the right to respond to what was
the standard for 1998 and 1997, since they are
trying to bring forward the depreciation expense
that was booked then. | nean, it's certainly not
out side the scope of the original --

JUDGE MORAN:  Are you tal king about a standard
that was applicable at that tinme?

MR PACE: Correct.

JUDGE MORAN: | will allow the question.
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THE WTNESS: As you stated, what |'ve been
doing in ny testinmny, when we tal ked about the
i ssue of the overdepreciated accounts, is | have
said for test year purposes which is for the
purpose of setting rates in the future. There is
no valid depreciation expense in these accounts for
the 1998 test year basis. And that's for the
purpose of setting future rates.

That does not mean that |'m saying that
you shoul d go back in the past and changed what was
actual ly booked in the past. The standard that
exi sted in 1997 and 1998, was the conpany had been
gi ven depreciation freedomto a |arge extent. They
were all owed to book whatever number they wanted to
book, and we have not challenged that. 1In no case
have we asked to change any of the nunbers that
wer e booked in past years by the conpany.

W have not tried to change the reserve
that results fromthose bookings by the conpany.
They have freedom whether we like it or not,
that's what they had. Wat they chose to do, and

can denonstrate the standard they used. |If you
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| ook at the docunment we handed out that's dated
March 31, 1998.
BY MR PACE:

Q And that's attached as part of GCl/City
Exhibit 7.2P?

A Yes, it is. And again we're |looking at the
same page that we | ooked at before, which is the
third page, when you see the depreciation expense,
there is a note at the bottomthat says the
depreciation expense for Illinois jurisdictions as
conmput ed based on the rates and anortization
anount s cal cul ated under depreciation freedom
all owed in the '92 docket.

They had the right to choose this
nunber, they choose the nunber, they booked it,
they collected revenues fromthe customer that
covered it, that noney is there. They cannot --

JUDGE MORAN: That an issue?

THE WTNESS: It is an issue. They are trying
to say if we talk about what's appropriate for the
future test year, that means they have the right to

go back and change what is done in '97, and that
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does not relate to what we are saying at all. They
chose the nunber, or they chose it well or not, |
don't know, we haven't nade an issue of that.

They do not now have the right to ch oose
the nunber, collect the noney fromthe customners,
and now say we would |ike to change the number. |
woul d also like to point out they are not planning
to give the noney back to the custonmers. They are
not saying let's take 207 mllion out that we have
collected fromthe customers and give it back
They are going to take it out and sinply keep it.

MR PACE: That concludes the additiona
testinmony with respect to the 207 mllion. At this
time | would Iike to nove for adm ssion of GO and
Gty Exhibit 7.2P.

JUDGE MORAN:  And there was an objection from
Areritech on this. Are you taking that back or do
you want to cross first?

MR, ANDERSON: | don't have objection to
admtting the exhibit for the purposes for which
M. Dunkel testified regarding the exhibit. And

believe it would be adm nistratively cleaner if the
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rel evant pages were submtted as an exhibit, but I
will leave that to GO .

JUDGE MORAN:  But the exhibit is limted to the
pages on which it has been crossed.

MR PACE: I'ma little confused. The entire
pages are admtted?

JUDGE MORAN:  Ri ght .

MR PACE: At this time, M. Dunkel is going to

respond to briefly to the information, in our view

additional information provided on Illinois --
Ameritech Illinois Exhibit 10.3, Schedule 4, which
is M. Palmer's, | believe, surrebuttal testinony.

MR ANDERSON: That woul d be the suppl enental
surrebuttal

THE WTNESS: Yes. On M. Palner's suppl enent al
surrebuttal he provided a chart that added sone
columms, general support, corporate overhead, et
cetera. He added those -- he previously had
simlar docunents that dealt with Band B, he added
these additional colums onto Band A for the first
time, and also onto call packs for the first tinme.

BY MR PACE
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Q M. Dunkel, | don't believe we've
circulated a copy of this to the hearing exam ners.

JUDGE MORAN:  And I'mreally lost as to what is
goi ng on.

BY MR PACE:

Q Coul d you pl ease describe in nore detai
what this docunent is and the additional nunbers
that we are tal king about, and put it in context,
pl ease.

A Sure. The first colum of this chart that
M. Palnmer distributed shows the LRSI C cost as
cal cul ated by the conpany, and that's not at issue
in this particular point, it's an issue el sewhere
but not here.

Q When you say not here, you nean right now?

A Not for this instance. However, he also
has additional colums. After he shows the LRSIC
cost, he has about five or six other colums where
he says for a particular service here's what |
contend is the shared cost, here's what | contend
is the corporate overhead cost, here is what |

contend is the network support cost. He as
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all ocated all these costs to particul ar services.
He had previously done this for a nore

limted group of services. He previously had done
it for usage, Band B usage, and | objected to what,
because it's arbitrary, et cetera, but we won't get
into that.

Q Let -- M. Dunkel, let nme interrupt you for
a second. The purpose of today's additional
testinmony on this exhibit of M. Palnmer is to
explain your previous criticismwth respect to
this information?

MR, ANDERSON: |1'mgoing to object, and could we
go off the record for one mnute.

JUDGE MORAN:  Sure.

(Wher eupon, there was an
of f -the-record di scussion.)

BY MR PACE

Q M. Dunkel, M. Palner in Exhibit 10.3
Schedul e 4 provided additional cost information
that had not been on some previous exhibits. Can
you please briefly nake a statenent with respect to

that additional information?
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A In some of his prior exhibits, he had shown
addi ti onal colums that he was adding to LRSI C and
we had nunerous objections to those, which I'm not
going to repeat now, but we had objected to those

In his new schedul e, he has done a
simlar addition to additional services that he had
not made previously such an addition to. So all of
ny obj ections of adding these additional columms to
the ones he did before, also apply to addi ng these
additional colums to the one he's just recently
done.

MR, PACE: Thank you, M. Dunkel. | would now
like to offer M. Dunkel for cross exam nation

MR, ANDERSON:  Just a point of information, M.
Pace. Wiat were the exhibits marked that you and
M. Dunkel sponsored during his additional direct?

MR, PACE: There is was only one additiona
exhibit, and that's GCI and Gty Exhibit 7.2P

CROSS EXAM NATI ON

BY
VR ANDERSON
Q M. Dunkel, is there aline itemon a
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customer's bill for Aneritech Illinois that says,

quot e, depreciation expense, unquote?

A No, but it's included in there as we've
shown.

MR, ANDERSON: 1'mgoing to nove to stri ke that
answer after the word no. It's a yes or no
questi on.

THE WTNESS: The answer is no.

MR ANDERSON: | would nove to strike the answer
that was previously provided.

JUDGE CASEY: The answer beyond the answer no
wi Il being stricken.
BY MR ANDERSON

Q Does Aneritech Illinois offer a service to
custonmers that custoners can buy which is call ed,
quot e, depreciation service, unquote?

A No, but that's included in what they pay.

MR, ANDERSON: 1'mgoing to nove to strike
everything in that answer after the word no.

JUDGE CASEY: The nove to strike is granted. BY
MR, ANDERSON

Q Now, M. Dunkel, | believe on the schedul e

1685



10

11

12

13

14

15

16

17

18

19

20

21

22

for the year 1997, which is included in the March
31st, 1998 report, included GO /City Exhibit 7.2P
you indicated that an ambunt of $671, 795, 000 was
booked to depreciation expense for intrastate

pur poses, correct?

A That's correct, they actually book a hi gher
anount, but then it gets hit by separat ions |ater
on.

Q Now, are you famliar with the order in
Docket 92-448?

A Yes, the final order, yes.

Q Do you recall what the depreciation ex pense
al I ownance was and the revenue requirenent adopted
in that case?

A No, but | would expect it to be |ess
because it was fewer custoners, fewer services,
| ower revenues, et cetera.

Q Whul d you accept, subject to check, that
the pro forma | evel of depreciation expense
reflected in the inconme statenent adopted by the
Conmi ssion for purposes of establishing a revenue

requirement in 92-448 was $441, 554, 000?
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MR PACE: | would ask if counsel has a copy of
that can the w tness could see that?

MR, ANDERSON: 1've got it right here.

JUDGE MORAN: M. Anderson, could you approach
the witness and showit to him

THE WTNESS: | see that, and the revenues were
al so about 2 billion, which was | ess than you had
| ater years al so

MR ANDERSON: | nove to strike everything after
the words | see that.

JUDGE MORAN: The notion to strike is granted
M. Dunkel you have to confine yourself to the
question and not editorialize.

BY MR ANDERSON:

Q The order in Docket 92-0448 approved a
price cap formof regulation for Areritech Illinois
going forward fromthe date of that order; isn't
that correct?

MR. PACE: |'mnot going to object right now,
but the interpretation -- in terns of the plan and
so forth, is really beyond M. Dunkel's testinony,

but general questions | would allow.
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THE WTNESS: | have a problemw th your
statement about going forward. | think it was
subject to future possible review by the
Conmission, so it's not an iron clad, air tight
forever rule as | understand it, but I'"'mnot really
testifying on that issue
BY MR ANDERSON

Q D d the Comm ssion approve a price cap plan
of regulation for Aneritech Illinois’
nonconpetitive rates in 92-0448?

A Yes.

Q And since the order in that case, have
Areritech Illinois' nonconpetitive rates been
subject to price cap regul ation?

A That' s ny under st andi ng, yes.

Q And does the price cap formula contain a
specific factor related to Aneritech Illinois' own
depreci ati on expense?

A The answer is indirectly yes, there is
productivity, et cetera, and it's very conplicated
how you come up with the productivity, but normally

depreciation is something that is considered in
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that.
Q Is there a factor which specifically

i ncorporates Aneritech Illinois' annual

depreciation expense into the price cap fornul a?

And if there is, could you give nme the exact part

of the fornula which does that?

MR PACE: |I'mgoing to object as asked and
answered. | believe the witness said it was
contained in the productivity.

JUDGE MORAN: W are going to allow the

questi on.

THE WTNESS: The answer is |I'mnot the wtness

that addresses productivity, but normally

depreciation and things like that are considered in

the productivity adjustnent.

MR, ANDERSON: That wasn't the question | asked,

woul d you have the question read back, please.
(Whereupon, the record was
read as requested.)

MR, PACE: |I'mgoing to al so object,

M. Dunkel is not being offered as an expert on the

price cap formul a.
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JUDGE MORAN:  If you know, M. Dunkel, please

r espond.
THE WTNESS: | amnot the one that specifically
worked on the formula of the state. In general |

am aware that depreciation is considered in the
productivity adjustnment factor.
BY MR ANDERSON

Q In the price cap formula that was applied
to rates charged in 1997, was there a specific
factor that specifically provided for the recovery
of $671, 795,000 in depreciation and anortizati on
expense, or do you know?

A | didn't understand the question

MR, ANDERSON: Can | have the question read back?

JUDGE CASEY: Hold on a second. Did you hear
the question?

THE WTNESS: | heard it, | just don't
under st and what he nmeans by factor.

JUDGE CASEY: He heard the question, he doesn't
under st and the question
BY MR ANDERSON

Q You don't understand what | nean by the
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termfactor in connection with the price cap
formul a?

A Not as far as recovering these costs. The
sheet we are | ooking at shows where the revenues
came from |If you are referring to sonething on
here, | can answer that. |If it's sonething that is
not on this schedule, | guess | don't understand
the questi on.

Q Can you tell me what the price cap fornula
is?

MR PACE: |1'mgoing to object. He's not
testifying --

JUDGE MORAN: | f he knows.

THE WTNESS: Again, I'mnot going to get into
details, but it's basically infl ation | ess
productivity factor, and that's basically how you
adj ust the price cap.

BY MR ANDERSON

Q Do you know whet her Aneritech Il11linois’
rates for nonconpetitive services, subject to the
price cap formula, have on an overall basis

declined or increased since 1995?
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MR PACE: | just want to make sure, did you say
rates declined or revenue? | didn't hear you

MR, ANDERSON:  Rat es.

THE WTNESS: | don't specifically know |
woul d guess since the industry is very productive
that the rates should have been declining if they
are anywhere near matchi ng productivity gains.

BY MR ANDERSON

Q. Now, M. Dunkel, would you please refer to
your Exhibit 8.23. Now, M. Dunkel I'"mgoing to
ask you sone questions regarding the basis for sone
of the nunmbers on this schedule. The schedul e
itself and the nunbers are proprietary. | don't
intend to ask questions which would reveal the
proprietary information. |If there is a need to
answer in a way that reveals the proprietary
i nformation, please |let me know and we can go in
caner a.

A Certainly.

Q Now, on GCl Exhibit 8.23, you present a
sunmmary of your proposed LRSIC costs for

residential and business |ocal usage and vertica
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features; is that correct?

A I"mnot sure the vertical features are in
that schedule, the local usage is.

Q | apol ogi ze, you are correct, the vertica
features are on 8.25. Now, with respect to 8. 23,
and the LRSIC s which you show there for
residential |ocal usage, is it correct that you
relied on the LRSI C studies provided to you by the
company, but then nmade revisions to reflect one, a
change in the growth and repl acenent |line mx, and
two, a change in the annual charge factor?

A I f by annual charge factor you nean the
factor related to the cost of noney in capita
structure, the answer is yes.

Q Ckay, thank you. Those were the only two
changes that you made to the LRSIC results of the
company with respect to |ocal usage; i s that
correct?

A That's correct.

Q And would it be correct that the change in
the growth and repl acenent |line mx, which you are

proposing, is the topic discussed at Page 51, Lines
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11 to 13 of your direct testinony?

MR, PACE: Counsel, did you say Lines 13 to 15
or 11 through 13?

MR ANDERSON: 11 to 13 is what | said.

JUDGE MORAN:  On Page 51.

THE WTNESS: | would say that starts on Page
50, it is included on Page 51, but that's basically
the end of the discussion
BY MR ANDERSON

Q I just want to make -- all I'mtrying to do
here is verify that with respect to the residential
| ocal usage rate, LRSIC, the change you nmade with
respect to the growth and replacenent line mx is a
topi c addressed in your direct testinony, and
just want to make sure t he record is clear where
that is addressed.

A It starts on Page 50.

Q And t hen basically ends on Line 13 on Page
51, correct, before the discussion of revenue
ready?

A That's correct. And the sane issue is also

di scussed in ny rebuttal testinony as well.
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(Wher eupon, there was a change
or reporter.)
BY MR ANDERSON
Q Now, the other change you nmade with respect
to the usage LRSI C was the change to the annua
charge factor. Wuld it be correct that one of the
changes you nmade was to reduce the cost of noney
used by the conpany in its LRSIC study to 9.74
percent ?
MR, PACE: Do you have a refer ence to testinony?
MR, ANDERSON: | thought | did, but I don't at
t he nonent.
I believe the discussion on that begins
at Page 54 of M. Dunkel's direct testinony. I
believe the specific reference to 9.74 is at Page
56, Lines 3 to 5.
THE WTNESS: That's correct.
MR, PACE: There is a pagination issue, so the
lines are a little off. That is for everybody for

identification purposes.

BY MR ANDERSON
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Q Now, your proposed cost of noney reflects
the | ow end of the Staff
reconmended -- let nme start over

Your proposed cost of noney of

9.74 percent was cal cul ated using the capital
structure shown in Staff Exhibit 11.11
is that correct?

A That and everything el se fromthat
Staff exhibit at the | ow end.

Q And your 9.74 percent cost of noney woul d
also reflect the low end of Staff's recomrended
common equity cost range in this proceeding; is

that correct?

A That is correct. That is the only variable

that differs between the | ow and high end on that
schedul e.

Q Now, refer to Page 74, Line 1 of your
rebuttal testinony.

MR. PACE: Can you repeat the pages.

MR, ANDERSON: Page 74, Line 1

MR, PACE: Thank you

BY MR ANDERSON
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Q Now, | have in mnd a sentence, and | don't
know whether it is in the same place on your
testinmony. The sentence reads, "The total overall
cost of money the Conm ssion adopted in that

proceedi ng was 9. 64 percent." Do you see that?

A Yes, | do.

Q VWhat proceeding were you referring to when
you made that statenment?

A If you |l ook at the footnote that goes right
with the 9.64 percent, it refers to
Page 175 of the Interconnection Order. W have a
better cite for it if you like; the Second Inter im
Order dated February 17th, 1998,
Docket 96-0486/96- 0569.

Q Now, I'ma little confused because | have a

copy of that order. | don't have a
Page 175. | also couldn't find a reference to 9.64
percent. | was wondering whether you could

strai ghten me out on that.
A Actual |l y, what you have, the first nunber,
the 9.64, is fromthe -- the Commssion's Alt Reg

Order which was passed in
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Docket 92-0448/93-0239. The foll owi ng paragraph
the 9.52 percent is fromthe
I nterconnecti on O der

Q The footnote 109 should have referred to
the 92-0448 docket ?

A It is Page 175 of the Alt Reg Order.
woul d |ike to nmake that errata.

Q Now, Page 175 of the Alt Reg Order,
92-0448, shows a cost of capital of 9.65 percent;
is that correct?

A M ne says 9. 64.

Q You are correct.

A Ckay.

Q That is what you're relying on here in the
statement at the top of Page 747

A That is what I'mref erring to. That is not
the cost of capital used in ny cost studies.

Q I"mtal king about that particul ar sentence
You were referring to 175 of this order?

A That is correct.

Q And that reflects a cost of comon equity

of 11.36 percent; is that correct?
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A That is what the Commi ssion adopted
back then.

Q Is it your understanding that the
Conmi ssi on approved or adopted a cost of
comon equity of 11.36 percent for use in the LRSIC
cost of service study approved in
Docket 92-0448?

A My understanding is there was a different
nunber specified in that.

Q Do you know what the diff erent

nunber was?

A | don't have the cite in front of ne. |
think it was 11.8. | don't have the particul ar
cite here.

Q Wul d you agree, subject to check, that for
pur poses of the LRSI C study, the Comm ssion
approved a cost of common equity of
11. 97 percent?

A I would accept that.

Q Thank you.

And the cost of comon equity of 11.36

percent was adopted for purposes of establishing a
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r evenue requirenent, correct?
A Yes.
Q Thank you.

Do you know what the overall cost of
capital or what overall cost of capital was
approved for use in the conmpany's costs of service
studi es in Docket 92-0448.

MR, PACE: Can you repeat the question

MR, ANDERSON: 1'll ask the question over. BY
MR, ANDERSON:

Q Do you know what overall cost of capita
was approved by the Conm ssion for use in the
cost of service studies approved in
Docket 92-0448?

A I don't have it in ny mind. If you have a
copy of the order, we will ook through it and
can you give you a page cite.

Q I just want to know whet her you know.

Now, goi ng back to the adjustment you
have made to the Company's LRSI Cs for usage, would
it be correct that by using a | ower cost of capita

than the conpany used in its cost of service
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studies in this case, the affect would be to | ower
the LRSI Cs?

A Lower cost of capital causes |ower LRSIC
basical ly, yes.

Q If the Conmi ssion were to conclude that the
cost of capital to be used in the cost of service
studies in this case should be higher than the cost
of capital used by the Conpany, that would have the
affect of increasing the LRSICs for all of conpany
services, all other things being equal, correct?

A Coul d you restate that question.

Q For every service for which the Conpany
calculated a LRSIC in this case, do you have that
in mnd?

A Yes.

Q For all of those servi ces for which the
Conpany has presented evidence of the LRSIC cost,
if the only change the Commi ssion were to nake
woul d be to adopt a higher cost of capital than the
cost of capital which the conpany used inits LRSIC
study, that would have the affect of increasing the

LRSI Cs for those services; would you agree with
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t hat ?

A It is a mthematical fact that if the cost
of noney is higher, the resulting cost is higher.
Your hypothetical with the Conm ssion action,
cannot conment on.

Q The answer, viewing it as a hypothetical
is yes?

A H gher cost of noney raises the cost. That
i s the answer.

Q Rai ses the LRSI C?

A Yes.

Q Now, in addition to changing the cost of
money, your change to the annual charge factor al so
reflects a change in the cal culation of
net investnment; is that correct? I|I'mreferring to
Page 59 of your direct.

A Yes, in fact, this is probably the biggest
change on the cost of noney factor. Your conp any
assuned a very snall anount of the investnent was
fromthe depreciation of
tax reserves.

MR ANDERSON: | will nove to strike everything
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after "yes" in the answer as bei ng nonresponsive

and beyond the scope of the question

JUDGE CASEY: Can you

no.

answer the question yes or

THE WTNESS: That answer is yes.

BY MR ANDERSON

Q And you di scuss your position on that at

Pages 56 and 59 of your direct testinony;

is that correct?

A The answer is yes, as well as in ny

rebutt al

Q Just to conplete

the picture, the other

change in the annual charge factor was the revision

of the incone tax factor

di scussed at Page 59 in

your direct testinony, correct?

A Yes, and that flows fromthese other

adj ust nent s.

Q Ckay.

Al'l of these changes; the reduction in

the cost of capital, the

change in the cal cul ation

and net investment, the revision of the incone tax

factor had the affect of

reduci ng the ACF factor
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used in making your LRSIC cal cul ations, correct?

A Reduci ng as conpared to the Conpany nunber
whi ch I thought was too high.

Q Thank you.

And this had the affect of reducing the
LRSI C that you have cal cul ated for all services
i ncl udi ng network access |ine, usage and vertical
feature?

A Reduced fromthe conmpany nunbers, is that
what you' re sayi ng?

Q Yes.

A Since the Conmpany nunber was inflated, it
reduced that nunber.

Q Now, is it correct that at several places
in your testinmony, you quote froma section of the
Il'linois Commerce Conm ssion cost of service rule?
An exanple is Page 67 of your direct testinony.

A Yes, | have quoted fromthat.

Q Ckay. And you understand the cost of

service rules contained in 83 I1l. Adm n Code
Part --
A You' re getting alittle too | egal
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for me. When the | quote that, | also quote the
source fromit.

Q Are you famliar with the proceeding in
whi ch the cost of service rule was adopted by the
Conmi ssi on?

A | amgenerally aware of it. | did not
participate init.

Q Ckay. Do you know whether there was a
series of workshops sponsored by the Commi ssion
Staff to discuss the adoption of the cost of
service rul e?

A | have heard that. Wat |I'mworking on is
the rules that were adopted.

Q So at the time, you weren't involved in
review ng, for exanple, draft rules or
participating in discussions of rules in this case;
woul d that be correct?

A No. What |I'menforcing is the
adopt ed rul e.

Q Is it correct that the nost recent rate
proceedi ng involving Ameritech Illinois in which

you have been invol ved is Docket 83-0005?
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A Can you give ne that question in English

i nstead of docket nunbers

. What was that about?

Q Wll, it was a rate docket, as | indicated

in the question. If you

you to your exhibit 3.317

would like, | can refer

MR PACE: | think that is 8.31.

BY MR ANDERSON

Q You identify 83-0005 as a general

rate case.

The question was, is that the nost

recent rate proceeding involving Areritech Illinois

i n which you have been invol ved?

A | believe that is
some GIE cases recently,

has been an Aneritech cas

true. | have been in

but | do not think there

e recently.

Q You have been in the EAS case?

A Yes.

Q What is an EAS case?

A It pertains to what the appropriate |oca

calling area is.

Q And the GIE case was the, quote, usage

sensitive services case;

is that correct?
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A That's correct.

Q You didn't performa LRSIC cost of service
study for purposes of either of those proceedi ngs;
is that correct?

A On the usage sensitive service case,
bel i eve we did, yes.

The EAS case, we did a cost
study ther e.

Q You presented a LRSI C cost study in the
usage sensitive case?

A Yes.

Q Did you present that in testinony?

A As | recall, yes.

W were dealing with what the
appropriate costs are to be recovered in rates.

Q Ckay.

Vell, M. Dunkel, | have copies of your
testinmony fromthe GI case, and | don't want to
take a lot of time with it now, but I will give you
those copies. | would Ilike you to take a | ook at
it and point out to ne, at an appropriate break,

where you di scuss having prepared a
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LRSI C st udy.

A Be happy to.

Q And to save time, | would Iike to nove on
at this point.

A Sur e.

Q Do you know when the LRSIC rule or the cost

of service rule which applies now and adopted the

LRSI C cost test was adopted in Illinois?

A I"mtrying to recall. | think the copy of
my rul es does show the date. | don't have that
with ne.

Q Wul d you agree that it was in 1994 that
the rule was finally adopted?
A I would not.

JUDGE MORAN:  Subj ect to check.

BY MR ANDERSON:

Q Wbul d you accept it subject to check?

A No, and | will say the rules | used are the
rules in effect during this case.

Q Were those rule in effect in 1983 when you

| ast presented testinony in an Aneritech Illinois
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rate proceedi ng?

MR, PACE: (bjection. The LRSIC rules.

MR ANDERSON: The cost of service rule we have
been tal ki ng about .

I amasking if that was in effect at the
time M. Dunkel last testified in an Ameritech
Illinois rate proceedi ng which
| believe was 83-0005.

MR PACE: For clarification, the LRSICrule in
ef fect today, whether that was in effect
in '83?

VR ANDERSON. Wet her the cost of service rule
whi ch was adopted by the Comm ssion whi ch adopts
the LRSIC test was in effect at the tinme of Docket
83-0005.

MR, PACE: Any version of that rule
was in effect?

MR, ANDERSON:  Any version of it.

THE WTNESS: | do not know.

BY MR ANDERSON
Q Pl ease refer to Page 19, Lines 10 to 20 of

your direct testinony.
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There you have a statenent which
indicates that the problem -- let ne back up

There you state that, quote, the problem
is clearly not Illinois taxes but it's the
Amreritech Illinois nonrecurring rate;
is that correct?

A That's correct.

Q Now, by nonrecurring rate, you're referring
to nonrecurring connection charges?

A That's correct, as explained in
this testinony.

Q And you indicate there that of the
ninety-two sanple entries shown in your
Exhibit 8.7, all had nonrecurring connection
charges | ower than Areritech Illinois except for
five in New York State, correct?

A That's correct.

Q You nade that conparison based on the
Conpany's current nonrecurring connection charge of
$53.55; is that correct?

A This exhibit is an FCC docunent. Let's go

back and see exactly what it is.
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8.7, this exhibit is taken froman FCC
ref erence book which they published nationw de. W
took the data they had in there as of October 15th,
1998, which was the nost recent version available
at the time we prepared
this testinony.

Q Right. You state in your conmparison -- in
stating that only -- in stating that of the
ninety-two other sanple cities shown on that
schedul e, Ameritech Illinois" nonrecurring charges
were higher than all but five, you' re using as your
poi nt of conparison for Ameritech Illinois the
$53.55, correct?

A | amusing the rate that was in effect when
the FCC did this nati onwi de survey which was in
late 1998. Wiether that was slightly different or
not, | don't know.

The nunber shown on this includes taxes.
The nunber shown in 60.64, so it is certainly
credible that it is close to the 53.55 plus taxes.

Q And you understand Ameritech Illinois, in

this case, is proposing to reduce that charge to
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$25, correct?

A Yes, and | am al so proposing that.

Q And the $25 Ameritech Illinois nonrecurring
connecti on charge woul d be | ower than the charges
shown for all but six of the cities shown on GCl
Exhibit 8.7; is that correct?

A Wth the understanding that what is shown
on here includes taxes. You might be alittle
hi gher on the chart within taxes added to the $25.

Q Pl ease refer to Pages 51 and 52 of your
direct testinony. There you di scuss revenue ready
fees, correct?

A That's correct.

Q At Page 52, Lines 15 to 17, you indicated
that you have excluded the cost per line of switch
revenue ready fees.

A I lost you. What was your reference again?

Q At Page 52, lines 15 to 17.

JUDGE CASEY: It may be your
Li nes 16 through 18.

THE WTNESS: That is correct.

BY MR ANDERSON:
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Q The reason you have excluded those revenue

ready fees fromthe LRSI C cost of the network

access |ine,

A That'

correct?

S correct.

Q And t he reason you have done that is

because, in your view,

those fees are not properly

consi dered costs of the line or port, correct?

A That'

s correct, certainly not solely caused

by the line or port.

Q You consi dered those costs to be costs of

the sw tching equi pnent,

correct?

A | consider themto be shared or conmon

costs of the switching and not costs solely caused

by the port,

Q Ckay.

for exanple.

In your view, would these costs be

more properly attributed to the cost of providing

usage service as opposed to network access |ine?

Is that your

A No.

Vi ew?

The Comm ssion cost of service rules

require that a shared or common cost be excl uded

fromthe LRSI C

shared cost,

you do not put

it

Applying those rules, if it is a

in the LRSI C of any
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particul ar service. That is the Comm ssion rule.
Q Whul d you pl ease refer to Page 98,
Lines 16 to 18 of your direct testinony?

A What were the |ines?

Q Li nes 16.

A Ckay.

Q There you indicate in your words that the
Conmi ssion is |ooking at, quote, howto
reinitialize rates as a new starting point,
unquote; is that correct?

A Yes, this is part of ny explanation as to
why we are | ooking at a test year, proforma
adj ustnment test year.

Q Was it your understanding in preparing this
testimony that the Conm ssion had al ready nade a
determ nation that rates should be reinitialize and
that the only issue was how t hey shoul d be
reinitialize? Ws that your understandi ng?

A No, my understandi ng of the general purpose
of this case is to |look at what is appropriate for
the future.

Q So you understand the Comm ssion hasn't
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made a determ nation whether to reinitilize rates
at this point intine; is that correct?

A I"mnot saying they have or haven't. That
is certainly one of the things that is being
di scussed in this proceeding.

Q You don't know whet her the Comm ssion has
or has not already nade a deci sion on
that issue?

A | don't think there is a final order in
this case that |'m aware of.

Q Again, in your belief, and this isn't a
trick question.

Is it your understanding that this
Conmi ssi on, because this proceeding is not over, as
you have noted, but is it your understandi ng that
t he Conm ssion has not nmade a determinati on to
reinitialize the rates at this point in tine?

A My understanding is that decision has not
been nmade, but it is sonething we are discussing
|l ooking at in this case.

Q Thank you.

Now, refer to the bottom of
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Page 100 of your direct testinmony. There you
indicate that the FCC s approved projection |ives
wer e adopted several years ago; is that correct?

A That's correct.

Q Are you referring to the FCC projection
[ ives which you used in cal cul ating your proposed
depreci ati on expenses for this proceedi ng?

A If I can answer and clarify. The answer is
yes, those lives are used; however, | did an
i ndependent anal ysis to convince ne those were
reasonabl e.

Q In terns of the fornula, the mechanics of
the formula to come up with a remaining life, those
were the projection lives you used? | understand
you' re saying that you determ ned for yourself they
were reasonable in your view

A That's correct.

Q Wul d you agree that those projection |ives
were adopted in 1995 by the FCC?

A Yes, sonewhere in that tinme frane.

Q They woul dn't have been adopted prior to

that point in time, correct?
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A O after. Sonetinmes the FCC does a
deci sion and nakes it retroactive. It could have
been in late '95 or early '95.

Q I n devel opi ng average remaining lives for
pl ant accounts, the FCC uses projection lives,
projected net sal vage val ue and survivor curves; is
that correct?

A Those are three of the five paraneters.
They al so use the actual investnent distribution
and the actual reserve percents in the calcul ation

Q For Ameritech Illinois, these parameters
the three | have nentioned; projection lives,
projected net sal vage val ues and survivor curves,
for Ameritech Illinois, for those parameters, they
were | ast adopted by the FCC in 1995, correct?

A That's right. They are stil
in effect today.

Q I n devel opi ng your renmaining lives, you
used -- | have asked that question. Move on

Now, in devel opi ng your proposed
remai ni ng depreciation |lives for purposes of this

case, you used the reserve percentage as of January

1718



10

11

12

13

14

15

16

17

18

19

20

21

22

1, 1999, correct?

A Yes.

Q I n devel opi ng your proposed remaining life
depreciation rates, you used the reserve percentage
as of January 1st, 1999, correct?

A Yes, that is used in the rates. It is not
used specifically in the calculation of the
remaining life, but it is one of the other
figures used.

Q And in devel oping your remaining |lives, you
used the FCC projection |ives, survivor curves and
proj ected net sal vage val ues devel oped by the FCC
in 1995, correct?

MR PACE: (bjection. | believe the wtness
testinmony is that he used those, but he revi ewed
them i ndependently for this proceeding.

MR ANDERSON: |'m aski ng whether those are the
paranmeters he used in his calculations of the
remaining lives. | amnot asking about his
judgment as to whether those are correct or not.

JUDGE CASEY: Overrul ed.

THE WTNESS: The answer to your question is
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basically yes. There is a technical problem
The future net salvage is not used in
the calculation of the remaining life figure. It
is used el sewhere in the cal cul ation
Yes, | used the net salvage that was
adopted by the FCC effective 1/1/95. 1t is not
used in the calculation of the remaining life
itself. 1t is used in the calculation of the
rate el sewhere
BY MR ANDERSON
Q You used the survival curves and projection
lives approved by the FCC effective 1/1/95,
correct?
A Yes, in conjuncti on with the plant bal ances
and the plant distribution as
of 1/1/99.
Q Ckay.
Pl ease refer to Page 101
Lines 6 to 18 of your direct testinony. There you
conpare the FCC s projection lives for certain
accounts with the, quote, observed life of 1995 to

1999, end quote, for those sanme accounts; is that
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correct?
A That's correct.
Q And the FCC projection lives referred to

there are the ones adopted effective 1/1/ 95,

correct?
A Correct.
Q Is it correct that the term quote

projection life, as used by the FCC, represents an
expectation of what the average service life of new
additions will be in the future?

A That is the definition that applies to new

addi ti ons.

There is a simlar definition that also
applies to existing plants. It also affects how
long an existing plant is expected to live. |If

something is already five years old, it affects how
many years it has left as well

Q M. Dunkel, do you recall receiving a data
request fromthe Conpany, which woul d have been
Item 14 of Ameritech Illinois' first set of data
requests to GC in this proceedi ng?

A | probably could recall it if you showed
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it to ne.

Q Item 14 of the first set of data requests
of Ameritech Illinois to GO .

A Yes.

Q Is it correct that the question in that

request was as follows: Wth reference to
Page 102, Lines 2 and 3 of GCl Exhibit 3.0, define
the termaverage |life as used by M. Dunkel

The statenent of the termaverage life
has the same meaning as the termprojection life as
used at Page 101, Lines 24 to 25.

It goes on, Provide all documents relied
upon by M. Dunkel for his definition of the term
average life.

Was that the r equest?

A Yes.

Q Is it correct that the response begins with
definitions of average life and
average service life?

A Yes.

Q Ckay.

Whul d you pl ease read the next paragraph
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follow ng the definition of
average service life?

A The projection life is simlar to the
average service life except the projection life is
an expectation of what the average service life of
new additions will be in the future.

In FCC s Decenber 30th, 1999
depreciation order, FCC 99-397, Footnote 12 states
that, quote, a projection life is the average life
expectancy of new assets, end quote.

Al'so, in FCC 98-170 rel eased Cctober
14t h, 1998, Footnote 22 states that, quote, The
projection life is the average |ife expectancy of
new additions to plants.

This is the correct definition. Wat I
was adding is this also has an inmpact on the
existing plant as well. This is howit has
i npact ed new pl ants.

Q Those were the only definitions of
projected life which you provided in the response
to that request, correct?

A Yes.
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Q The observed lives represent the lives of
assets which were retired during the period 1995
through 1999; is that correct?

A Not exactly.

Q In data request 1.11, you were asked to
provi de work papers supporting the observed |ives
that you list on that page in your testinony;
is that correct?

A Yes.

Q If you refer to the buried cable
for exanple.

A Let nme see if | have a copy of those work
papers before we get too far

Q Can we | ook at your copy of the
wor k papers?

MR PACE: M. Anderson, do you have a copy of
the work papers that were produced?

MR, ANDERSON:  Yes.

BY MR ANDERSON:

Q Wuld it be correct that in your

calcul ation of the observed life, buried cable, you

have data for assets which are -- have lives as
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Il ong as 95 years?

JUDGE MORAN: Let the record reflect the wtness
has been shown the work papers.

THE WTNESS: That is correct because there is
actually plants in service to date that was
installed 95 years ago. That is
actual data.

BY MR ANDERSON

Q Your observed lives would pick up the
retirements of those plants and ot her plants of
simlar vintage going from97.5 years to ago to the

present time; is that correct?

A It picks up both retirements and what
doesn't retire. It's actually not just what
retires that year. |If sonething is already

50 years old and it keeps living, that is
information too. This is standard depreciation
practi ce.
Q | don't doubt that. I'mtrying to
establ i sh what an observed life represents.
Basically, you have data for a plant

whi ch has been in service nor a nunber of years,
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correct, which is reflected in the data?
A And the brand new data is also in
there -- brand new pl ant.
Q Thank you.
Refer to Page 50, Lines 6 to 11?
MR PACE: In his direct?
MR ANDERSON:  Yes.

THE W TNESS: kay.

BY MR ANDERSON:

Q There you assert that at the start of 1999,
Areritech Illinois had a reserve surplus of the
amount shown on Line 7; is that correct?

MR, PACE: Page 50? | think we mght have a
pagi nation i ssue.

MR, ANDERSON: | apologize. It's the rebuttal
t esti nmony.

THE WTNESS: Ckay.

BY MR ANDERSON:

Q Is the calculation of this, quote, reserve

sur pl us, unquote, shown on GCl

Exhi bit 9.16?
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A Yes, it is.

Q Is it correct that you calculate the
reserve surplus by subtracting the total reserve
requi rement shown in Colum | fromthe total book
reserve shown in Colum B?

A That's correct.

Q Wuld it be correct that the reserve
requi rement amount shown in Colum | is known as a,
quote, theoretical reserve, unquote? In fact, you
footnote note it as such?

A Yes, that's correct.

Q And the theoretical reserve is cal cul ated
using the formula shown in that footnote on Exhibit
9.16; is that correct?

A That's correct.

Q Wuld it be correct that the inputs into
the formula that you applied to cal cul ate
theoretical reserves included the remaining lives
whi ch you have cal cul at ed based on the projection
lives, survivor curves and future net sal vage
val ues whi ch you're proposing for use in

this case?
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A The answer is basically yes, but there ask
some technical problens. The net salvage -- the
future net salvage is not used in calculating the
remaining life itself. It is used in the
cal cul ati ons el sewhere, however

Q Wuld it be correct that all other things
being equal, if the average remaining |life used as
inputs into this fornula were shortened, the anount
of the theoretical reserve would be increased, al
ot her things being equal;
is that correct?

A That's correct. You would have to shorten
it quite a bit.

Q The anount of the theoretical reserves wll
vary dependi ng on what assunptions are made wth
respect to average and average remaining |lives,
correct?

A Were there two questions? The average
remaining life or sonething else in there?

Q Is average life a factor in the formul a?

A Yes.

Q Are average renmaining lives also a factor
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in the formula?

A Yes.

Q Wuld it be correct that the anpbunt of the
theoretical reserve will vary dependi ng upon what
assunptions are nade with respect to average lives
and average remaining lives?

MR, PACE: | have an objection with the use of
the word "assunptions. "

If the question is would it vary based
on different nunbers that mght be inserted, that
is fine.

I"mnot sure M. Anderson has
established these are assunptions and not based on
any observations or cal cul ati ons.

MR ANDERSON: | think it is a proper question
I would like to have the question that | decided to
ask be the one that is answered.

JUDGE CASEY: Repeat the question
BY MR ANDERSON

Q Al'l other things being equal, in applying
the formula which you cite in your f ootnote on

Exhibit 9.16, the result of that formula or the
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amount of theoretical reserve that cones out of
that formula will vary dependi ng upon what
assunptions are nade with respect to the average
lives and remaining |lives of the plants?

JUDGE CASEY: Overrul ed.

THE WTNESS: | can answer if you let ne
clarify.

The average service life is not an
assumed nunber. It's a cal cul ated nunber
fromthe other inputs.

BY MR ANDERSON

Q Is it correct that the amount of the
theoretical reserve will vary dependi ng upon what
assunption is made with respect to
remai ning lives?

A I would answer a qualified yes. You don't
actually assune a remaining life. You would depend
upon the actual investnments that you use and the
projection lives and the curve shapes that you use.

Q And the remaining lives will vary depending
upon the projection lives that you use, correct?

A Yes.

1730



10

11

12

13

14

15

16

17

18

19

20

21

22

Q The remaining lives will vary dependi ng on
what assunptions with respect to what
survi vor curves you use?

A Yes.

Q So the theoretical reserve will vary
dependi ng upon what assunptions are made with
respect to projection lives and what assunptions
are nmade with respect to survivor curves, correct?

A. That's correct.

Q Thank you.

In your exanple on GCl
Exhibit 9.16, if the theoretical reserve were to
i ncrease, all other things being equal, the amount
of the so-called reserve surplus would be reduced,
correct?

A That is mathematically correct.

Q And hypothetically, if the theoretica
reserve were to i ncrease to a | evel which exceeds
the total book reserve shown in Colum B, the
result would be a reserve deficiency, correct?

A Correct.

Q Al'l other things being equal?
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A As a mat hematical proposition, that is
correct. | do not believe you could reasonably
have remaining lives that could get you there that
are reasonable remaining |lives.

Q The book reserve shown in Colum B
represents the actual depreciation reserve as of
January 1, 1999, correct?

A That is correct.

Q And the amount of the reserve reflects the
anounts of depreciation and anmitorization expense
actually added to the reserve each year over a
period of time; is that correct?

A It is the accunul ati on over what would be
decades of tine. Basically, these reserves were
started in the thirties or forti es, and they have
added or subtracted ever since.

Q Whul d you agree, all other things being
equal, if the conpany had used depreciation rates
whi ch were |l ower than the depreciation rates which
it actually used to record depreciati on expense on
an intrastate basis over the period from 1995

through 1999, the actual book reserve at
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January 1, 1999 woul d be | ower than the ampunt
shown from Colunm B of Exhibit 9.16?

A Your question is a hypothetical

If, hypothetically, the Conmpany woul d
have booked | ess depreciation expense and
am torization expense in past years then it
actual ly booked, you would have a | ower reserve.

Q Thank you.

If the actual book reserve were | ower,
the amount of the so-called reserve surplus shown
in colum J would al so be | ower, correct, all other
t hi ngs bei ng equal ?

A That is a mathematical statenent. |If you
haven't collected in the past, you would be all owed
to collect it in the future. You have collected it
in the past.

Q Al'l other things being equal, if the
Conpany had used depreciation rates since 1995
cal cul ated in accordance with the FCC renai ni ng
life parameters which you used to cal culate the
theoretical reserve, the anount of the book reserve

at January 1, 1995 would be |lower than it was as
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shown on that exhibit; is that correct?

A That | don't know wi thout making
calculations. | amcalculating the depreciation
expense using the FCC paraneters. | don't k now
that questi on.

MR, ANDERSON: | have no further questions.

Thank you.
JUDGE CASEY: M. Butts.
CRCSS EXAM NATI ON
BY
MR BUTTS:

Q Let nme refer you to your CCl
Exhi bit 3.31, your statenent of your credentials
and work experience.

JUDCGE CASEY: 8.31

MR BUTTS: ['msorry.
BY MR BUTTS:
Q In that docunent, you identified the

proceedi ng, the regul atory proceedi ngs that you
have been involved in over the years.

A Correct.

Q If I count correctly, it is sonething over
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150, 160 times?

A I will accept that count.

Q Did you testify in each of those cases?

A | would say with few exceptions, yes.
think in some of the early Illinois cases, | am not
sure. The vast nmpjority, yes, or over
90 percent.

Q If you would, could you go through your
Exhibit 3.1 and identify for me which of those
proceedi ngs you testified in and which you
presented testimony relating to directory
advertising revenues, the allocation of directory
advertising revenues or issues related to that?

MR. PACE: Are you talking about in all the
st at es.

MR BUTTS: Yes.

MR PACE: | would offer one suggestion. Unless
it is critical for other cross, could we produce
this in a late-filed exhibit?

THE WTNESS: | would have to go through all the
testinmonies to properly answer that.

BY MR BUTTS:
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Q Do you have copies of all your testinony
you have filed over the years?

A | amnot sure if | do or not.

Q Do you have any recollection, as you sit
here today, of having testified on directory issues
in any of these proceedi ngs?

A | have testified in several proceedings on
directory. |If you're going to pin ne to the docket

Q You don't renmenber which docket?

A I"mtrying to think of recent proceedings.

I"mcurrently working with the Staff in
both Arizona and New Mexico. In at |east one of
those proceedings, | have addressed the Yell ow
Pages, as much as | have here, as a factor to be
considered in setting rates. That is revenue being
drawn. | have done it in
several cases.

Q You can't think of it, as you sit here, any

ot hers?
A | believe we have, recently, in the Arizona
case. | have had cases in Col orado where | am
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fairly confident | have done that. | have had
cases in Uah where | think I have done that.

Q | don't think we need to file it.
M. Pave said you could | ook at that and give a
more definitive response.

MR PACE: That was before | |earned that he
woul d have to go back and recreate this.

JUDGE CASEY: M. Butts, that could have been a
data request Ameritech could
have nade.
BY MR BUITS:

Q In any of those cases, did the Comm ssion
orders address the directory issue?

A Yes.

Q So if I were to go back and | ook at those,
I would find reference to the directory issue?

A Yes.

Q Prior to your testinmony in this case, did
you have any conversations or consult wth any
i ndependent | ocal exchange conpany about directory?

A As you know, | have been in and around 150

cases. Over the years, | have interacted with a
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| arge nunber of conpani es about directories.

Q In the context of preparing your testinony

for this case, did you talk to or obtain
i nformati on from any i ndependent
| ocat e exchange conpany?
MR, PACE: You're saying since M. Dunkel was
retained in this case, has he tal ked to someone?
MR BUTTS: Yes.
THE WTNESS: We filed data responses with
information pertaining to an Al aska conpany.
I have not knocked on a door and said,
amon a case, can you talk t o ne.
BY MR BUITS:
Q O her than what you have provi ded al ready
in discovery, you didn't talk to
any i ndependent | ocal exchange in connection for
your testinony today?
A No.
MR, BUTTS: | have no further questions.
JUDGE CASEY: Any other cross?
Redirect ?

MR PACE: Could | have a f ew m nutes?
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REDI RECT EXAM NATI ON
BY
MR PACE
Q You were asked by counsel for Anmeritech
regarding some rate cases in Illinois that you
participated in regarding LRSIC tests. Can you
respond to that question now.
A. Yes, | can

From t he docunments you handed ne which
are ny testinonies, there are several citations
that show | was | ooking into costs.

Page 41, and this is the GIE case that |
participated in recently here in Illinois. This is
now ny reply testinmony fromthat GIE case. On Page
41, the question that |I'masked is, "Do the
conpl ai nant s/ CUB proposed residential EAS rates
cover cost." M answer is, "Yes, even using the
vari ed GIE costs and cost studies that is relying
on in this proceeding. The conpl ai nant s/ CUB
proposed EAS rates nore than cover all costs of
provi ding services. The costs include all of GI's

cost and al so include the access charges that GI
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pays to other carriers for termnating EAS traffic
that term nates
to other --

JUDGE CASEY: Can you just direct us to the
cite? You do not need to read the testinony.

THE WTNESS: Onh, yes.
BY MR PACE

Q Are there other cases?

A In ny suppl enental testinmony, on
Page 16, again, there is a citation to ny conparing
my rates to certain costs. These were inputation
tests which include not only increnental costs but
al so access rates as well.

Q This is Docket 98-05377?

A Yes.

Back to nmy reply testinmony in that
proceedi ng, on Page 80, again, | testified that ny
proposed business rates passed the inputation tests
and these include LRSI C plus access char ges.

Page 82, again, of mnmy reply testinony,
again, | talk about the rates | propose. | say

these rates cover all costs of providing the
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service and it refer backs to the proprietary
docunent .

Q Have you performed any long-run increnenta
anal yses in other states?

A Yes, | regularly participate in severa
states. | work for the staff directly.

MR PACE: No further redirect.

JUDCGE CASEY: Recross?

RECRCSS EXAM NATI ON

BY
MR, ANDERSON
Q In the reply testinony that you cit ed, you
indicated -- you nmade a reference to cost studies

that GIE provided; is that correct?

A That's correct.

Q So the basis for your testinony there was
on the cost studies that GIE prepared? You
revi ewed those studies, but your testinony referred
to the studies that they prepared, correct?

A W reviewed them and nade adjustnents f or
certain corrections.

Q But you didn't performthe underlying cost
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studies in that case? You simply | ooked at cost
studies that GI prepared and nmade sone adjustnents,
simlar to this case, correct?

A I would agree in this case, even their
studi es were showing we were well over cost. W
didn't decide to argue about cost or anything el se.
The answer is yes.

Q These other states where you have dealt

with long-run increnental costs, do they have cost

of service rules identical to 83 Ill. Admn
Code 7107
A | doubt they are word for word. Usually

the increnental costs principles are very simlar

Q Before preparing for a hearing in this
case, did you conpare the rules that you woul d have
dealt with in those other states to the rule in
Il'linois?

A I know the rules in the other states since
I work there. They are very simlar.

MR, ANDERSON: | have no further questions.
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EXAM NATI ON
BY
JUDGE MORAN:

Q VWat are those other states that you worked
in?

A Ri ght now, the staff in Arizona hires ne
regularly. The staff in New Mexico hires ne. The
Staff in Kansas hires nme. Those are the major
states right now

JUDGE CASEY: Gkay. Thank you.

Let's conme back at 1:30.
(Wher eupon, these proceedi ngs

were continued until 1:30.)
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(Whereupon, Gl /Cty
Exhi bit Nos. 4.0, 4.0P, 5.0
and 10.0 were
mar ked for identification.)
JUDGE CASEY: We're back on the record.
M. Pace, you have a couple witnesses to
get their testinmony in? There's no
Ccross-exam nati on on these w tnesses?
MR PACE: That's correct, M. Hearing Exam ner.
JUDGE CASEY: Wo will we begin with?
MR PACE: W're going to begin with Roxie
McCul | ar.
(Wtness sworn.)
ROXI E McCULLAR,
called as a witness herein, having been first duly
sworn, was examined and testified as foll ows:
DI RECT EXAM NATI ON
BY
MR PACE:
Pl ease state your nanme for the record.
My nane is Roxie McCullar, M-c-c-u-l-l-a-r.

Q And, Ms. McCullar, can you please give nme
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your busi ness address?

A My busi ness address is 8625 Farm ngton

Cenetery Road, and that's that Pleasant Pl ains,

I'llinois.

Q Did you file testinony in this docket?

A Yes, | did.

Q Let nme hand you a docunent.

Do you recogni ze that document?

A Yes, | do.

Q And what is it?

A That is my direct testinmony and schedul es.

Q That's identified as GCl and City Exhibit
4.07?

A That's correct.

Q And attached to that exhi bi

t is an Appendi x

A and GCl and City Exhibits 4.1 through 4. 3?

A That's correct.

Q And if | asked you those questions today,

woul d your answers essentially be the sane?

A Yes, they woul d.
Q And do you have -- did you

occasion to fil e a proprietary --

al so have

and, M.
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McCul l ar, did you al so happen to file direct
testinmony in this case that's proprietary?

A Yes, it was only these schedul es that were
proprietary.

Q That's schedules 4.1 through 4.3?

A That's correct.

Q And if | asked you those quest ions on those
proprietary schedul es, would your answers
essentially be the sane?

A Yes, they woul d.

Q Do you have any changes or additions to
your testinmony?

A No, | do not.

MR PACE: At this time I would nove the
adm ssion of GOl and City Exhibit 4.0, 4.1 through
4.3, and 4.1 through 4. 3P

JUDGE MORAN:  Are there any objections? Hearing
none --

JUDGE CASEY: Hold on. M. Pace, the
proprietary version was marked 4. 0P

MR, PACE: Say that again, sorry.

JUDGE CASEY: 4.0P is what the proprietary
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version was that the exam ners received. So 4.0
for the public version, 4.0P for the proprietary
ver si on.
MR PACE: Correct.
MR PACE: 1'd like to nove for the adm ssion of
t hose exhibits.
JUDGE MORAN: Hearing no objection, they will be
admtted as identified by M. Pace.
(Whereupon, GCl/Cty
Exhibit Nos. 4.0 and 4.0P were
admtted i nto evidence.)
MR, PACE: Thank you.
JUDGE CASEY: It was our understandi ng there was
no cross-examnation for this witness? GCkay.
JUDGE MORAN:  You're excused. Thank you very
much.
MR PACE: W have another w tness, M. Tom

Regan.
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(Wtness sworn.)
THOVAS REGAN,
called as a witness herein, having been first duly
sworn, was examined and testified as foll ows:

DI RECT EXAM NATI ON

BY
MR PACE
Q Pl ease state your nanme for the record.
A My name is Thomas Regan, R-e-g-a-n.
Q And what is your business address?
A My busi ness address is 8625 Farm ngton
Cenetery Road in Pleasant Plains, Illinois 62677.

Q Mr. Regan, did you file testinony in this
pr oceedi ng?

A Yes, | did.

Q I"mgoing to hand you a docunent that's
| abeled GCI and Gty Exhibit 5.0.

Do you recogni ze that docunent as your

testi nmony?

A Yes, | do.

Q That's your direct testinony?

A It is ny direct testinony.
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And attached to that is GO and City

Q
Exhibit 5.1;

A That

Q If I

is that correct?

is correct.

asked you these questions today in CCl

and Gty Exhibit 5.0 and 5.1, would they be

essentially the same?

A

Q

Yes,

t hey woul d.

And do you have any additions or

corrections to that testinony?

A

Q

,\bl

And that's only a public

do not.

version of your testinony, correct?

A

Q

That's correct.

You don't have a proprietary version of

your direct testinony?

A

Q

That

is correct.

M. Regan

I'"mal so providing you a

docunent entitled G and Cty Exhibit 10.0.

A

Q

Do you recogni ze that docunent?

| do.

I's that your rebuttal testinony?

Yes,

it

is.

-- that's a public
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Q If I asked you the questions in your
rebuttal testinony today, would your answers
essentially be the sane?

A Yes, they woul d.

Q Do you have any additions or changes to
your testinony?

A No, | don't.

MR PACE: At this time | wuld like to nove for
the adm ssion --

Q Before | do that, your rebuttal testinony
is a public version of your testinony?

A That is correct.

Q And you don't have any proprietary version
of that rebuttal testinony?

A Correct.

MR PACE: At this time I wuuld like to nove the
adm ssion of GOl and City Exhibits 5.0, 5.1, and
10. 0.

JUDGE MORAN:  Are there any objections? Hearing
no objections, GCI City exhibits as identified by
M. Pace are admtted.

And we understand there is no
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cross-exam nation, so thank you for comng in and
you' re excused.
(Whereupon, GCl/Cty
Exhibit Nos. 5.0 and 10.0 were
admtted i nto evidence.)
THE WTNESS: Thank you very mnuch.
MR, PACE: Thank you, your Honor.
JUDGE CASEY: We're off the record.
(Di scussion off the record.)
(Wher eupon, Staff
Exhi bit Nos. 4.0, 8.0, 18.0
18. 0P, 22.0, 22.0P,
and 29.0 were
mar ked for identification.)
(Whereupon, & /Gty Cross
Marshal | Exhibit No. 33 was
mar ked for identification.)
JUDGE CASEY: Back on the record. W will be
doing the direct?

MR NXON | will.
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(Wtness sworn.)
JUDI TH MARSHALL,
called as a witness herein, having been first duly
sworn, was examined and testified as foll ows:
DI RECT EXAM NATI ON
BY
MR NI XON:

Q Good afternoon.

Ms. Marshall, will you state your full
nane for the record, please.

A Yes, nmy nane is Judith R Marshall.

Q And have you prepared several pieces of
testinmony that have been distributed in this
pr oceedi ng?

A Yes, | have.

Q Do you have in front of you what has been
marked as Staff Exhibit 4.0 marked as the direct
testinmony of Judith R Marshall?

A Yes, | do.

Q Was that prepared by you?

A Yes, it was.
Q

Do you have any changes or corrections to
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make to Exhibit 4.07?
A No, | do not.
Q Attached to that are several attachments
Do you have any changes or corrections
to make to the attachnents?

A No.

Q Did you al so prepare rebuttal testinmony for
thi s docket?

A Yes, | did.

Q Do you have before you what's been
identified as Staff Exhibit 18.07?

A Yes, | do.

Q There are two versions of your rebutta
testinmony, is that correct, a redacted and a
proprietary version?

A That is correct.

Q Do you have any changes, corrections, or
additions to nake to either version of your
rebuttal testinony?

A No, | do not.

Q Did you al so prepare Staff Exhibit 29.0

which is the surrebuttal testinony of Judith R
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Mar shal | ?
A Yes, | did.

Q That al so has a schedule 29.1 attached to

A Yes, it does.

Q Do you have any changes, corrections, or
additions to nmake to Staff Exhibit 29.0 at this
time?

A No, | do not.

Q If you wer e asked all the questions in each
one of these docunents today, would your answers be
t he sane?

A Yes, they woul d.

MR N XON: | would ask for the adm ssion of
Staff Exhibit 4.0, 18.0, both the proprietary and
redacted versions, and 29.0, the surrebuttal
testinmony of Judith Marshall, and offer
Ms. Marshall for cross-exam nation.

JUDGE MORAN: |s there any objection to the
adm ssion of this testinmny? Hearing no objection,
Staff Exhibit 4.0, 18.0, 18.0P, that being the

proprietary version, and 29.0 are adm tted.
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(Wher eupon, Staff
Exhi bit Nos. 4.0, 18.0, 18.0P,
and 29.0 were
admtted i nto evidence.)
JUDGE MORAN:  And who wi shes to open
Cross-exam nati on?

CROSS EXAM NATI ON

BY
MR PACE:
Q Afternoon, Ms. Marshall. M/ nane is Jack
Pace. | represent the Gty of Chicago.

In your testimony it's correct that you
addressed the issue of anortization?

A Yes, it is.

Q And regarding this issue of anortization,
is it correct that GCl sent staff two data requests
that were addressed to you and M. G een?

A Yes, that's correct.

Q And | just distributed to you and the
heari ng exam ners what | have identified as CCl
Gty Marshall Cross Exhi bit 33.

Do you have that in front of you?
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Yes, | do.

And do you recogni ze this docunent?

> O >

Yes.

Q Did you assist in drafting the responses to
this data request?

A Yes, | conferred with M. Geen as to what
responses woul d be provided.

Q I want to direct your attention to GCl Gty
Marshall Cross Exhibit 33, the third page, which is
subpart C

Now t hat question and answer on that
page, would it be fair to say that that question
and answer essentially says that staff would be
willing to adjust Aneritech Illinois' expenses of
11.2 million related to the analog circuit
equi pment if Ameritech intended 11.2 million to be
a five-year anortization which commenced on 1/1/95?

MR, ANDERSON: M. Hearing Exani ner,

Madam Hearing Examiner, at this time I'mgoing to
object to this line of questioning. This is what's
known as friendly cross. It's an attenpt to elicit

additional direct testimony fromthe staff witness
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who did not testify on this particular issue
through the guise of cross-exam nation. It is not
proper cross-exanm nation on Ms. Marshall's

testi nony.

JUDGE CASEY: M. Pace, what is it you're
attenpting to inpeach or go at as far as --

JUDGE MORAN:  What's your objective?

JUDGE CASEY: -- Ms. Marshall's testinmony? |Is
there sonething that you find objectionable to her
testi nmony?

MR PACE: | believe that Ms. Marshall and ot her
menber s of staff have taken the position that the
11.2 million anortization should not be adjusted
And in discovery we submtted a discovery request
that elicited a response that they woul d possibly
change their testinony, perhaps, depending on
certain conditions.

JUDGE CASEY: The proper |ine of questioning
should first be what the staff's positionis and if
it's changed or it's different from how she
responds. | think then we have a proper use of the

docunent. As it stands right now, | would sustain
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the obj ection.

MR PACE: | can certainly ask that foundation
questi on.
JUDGE CASEY: | think we need to have sone

foundati on.

MR PACEE Q M. Marshall, is it your position
that the 11.2 mllion anortization for anal og
circuit equipnent at this tine should not be
adj ust ed?

MR ANDERSON: Again, |'mgoing to object.

Ms. Marshall in her testinony did not address the
i ssue of the $11.2 million anortization

This is an attenpt to elicit additiona
direct testimony fromstaff. W would be in a
position to have no opportunity to respond to this
additional testinony. It is not proper
Cross-exam nati on.

MR PACE: | believe Ms. Marshall's testinony on
her direct, Page 19, she tal ks about adjustments to
the depreciation reserve deficiency. And she says,
No adjustnent related to a depreciation reserve

deficiency should be allowed in setting future
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rates. And | think this issue with respect to the
anal og circuit equi prment goes to that issue. It is
an anortization.

MR, ANDERSON: My objection --

JUDGE CASEY: Hold on one second. Wat was the
cite?

MR PACE: Ms. Marshall's direct, Page 19.

MR HARVEY: Wuld it be possible to get sone
line cites?

MR PACE: | have |ine 423.

MR HARVEY: Those are recitals of the --

MR PACE: Let me get a copy.

Well, again, | think that this is
appropriate cross. M. Mrshall has testified with
respect to appropriate amortization.

JUDGE CASEY: Were at?
MR, PACE: Again, Page 19.
JUDGE CASEY: Line?
MR, PACE: The discussion at the top of
Page 19, 421 to 431.
MR ANDERSON: | would note that it's clear from

this discussion that Ms. Marshall was presenting
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testinmony in support of her view regarding the
appropriate treatment of the FAS 71 wite down.
She was not testifying regarding the $11.2 nmillion
anortization.

It's clear that what GCl is attenpting
todois totry to elicit sone testinony supporting
a position that GO took which -- through the guise
of cross-exam nation when Ms. Marshall did not
address this issue.

| assune that if staff wanted to address
this issue, they would have in their testinony.
Then we woul d have had an opportunity to review it
and perhaps respond to it. W have no opportunity
at this tine.

JUDGE MORAN: M. Pace, when was this data
request sent, and when was the response sent?

MR PACE: | don't have the exact date. Wthin
the | ast nonth.

JUDGE MORAN: Does staff know?

MR HARVEY: |I'mafraid we don't. It certainly
appears to be sent within the last nonth, but I

woul d be hard-pressed to swear to that. | nean, it
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appears likely that it was after the testinony was
filed, so | would expect --

JUDGE CASEY: Well, I'mnot so sure that this
data -- response to the data request is different
fromwhat's already in the testinmony. |'ml ooking
at line 429. It seens to draw the sanme concl usion,
does it not?

MR, PACE: Yeah. | nmean, the purpose of the
cross is to clarify the |language that -- the
testinmony that Ms. Marshall proffered on Page 19
that that -- her recomrendation that no adj ustnment
related to a depreciation reserve deficiency
applies to this one account.

JUDGE CASEY: Ask her that question.

MR PACE: Q M. Mrshall, on Page 19 of your
direct testinony, lines 429 to 431, do you see
t hat .

A Yes, | do.

Q Is it your testinony there, does that apply
to the analog circuit equipnent account?

A Yes, it does.

Q So then it's your testinony that the --
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that would include the 11.2 mllion of anal og
circuit equipnent anortization?
MR HARVEY: 1'll have to object to that.

That's a fact not in evidence. The size of the
account is not anywhere in evidence that | know of.
MR, ANDERSON: |1'malso, for the record, going

to object. It's clear when you |l ook at all the
testinmony there's an issue with respect to a FAS 71
anortization, which is one anount.

There's also an issue that's been raised
by GC regarding an anortization of 11.2 million
for analog circuit equipnent.

Ms. Marshall, in this testinony -- the
question that this testinony responds to is, Please
di scuss Ameritech Illinois" proposed FAS 71
adj ust nment .

Again, | believe it's inproper, an
attenpt to elicit inproper direct testinmony on a
di fferent adjustnent than the one that Ms. Marshall
was addressing in this testinony.

JUDGE MORAN: Want to try a different question,

M. Pace?
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MR PACE: |'msorry?

JUDGE MORAN: Do you want to try a different
questi on?

MR PACE: Q M. Marshall, are you aware of the
fact that Aneritech is claiming an $11.2 nillion
anortization expense for analog circuit equi pment?

MR ANDERSON: |'mgoing to object again
Ms. Marshall is not testifying about that or
depreciation generally. She's testifying about
FAS -- again, it's clear GCl is attenpting to
elicit additional direct testinony rather than to
do proper cross-exam nation.

MR PACE: | asked her if she was aware of it.

The testinmony on Page 19 is not rel ated
specifically to FAS 71. It's related to
anortization generally.

JUDGE CASEY: It's in response to a question on
Page 18 that specifically references FAS 71.

MR PACE: True, but their |ast sentence
starting on line 429 says, No adjustnment related to
a depreciation reserve deficiency --

JUDGE CASEY: We're spinning our wheels here.
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The objection is sustained.
MR, PACE: No further questions.
JUDGE MORAN:  Soneone el se has cross for
Ms. Marshall? Ms. Lusson.
CRCSS EXAM NATI ON
BY
MS. LUSSON:

Q. Good afternoon, Ms. Marshall

A Good afternoon
Q If you could turn to Page 8 of your
rebuttal exhibit, line 177, you indicate there that

current SBC projections indicate that the going
| evel merger related costs and savings will not be
reached until 2004. And then in the next sentence
you refer to the going level, that approximtely 96
percent of the going level will have been reached
at the end of 2002.
Can you define what you nmean by goi ng

| evel as used in that sentence?

A Yes. This is a termthat's been used by
the conpany, but it's the point in tine in the

expense and savings level that will be reached as a
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result of the nerger as projected by the company,
and then that anmount would presumably remain in
effect into the future.

Q So by going level, do you nean that point
in tinme where the maxi rum anount of savings, net
savings is achi eved?

A Net savings related to the nerger, yes.

Q Ckay. \When you refer to current SBC
projections, is that testinony fromthis docket, or
is that related to the BW5 audit?

MR N XON: You're referring to line 177?

MS. LUSSON:  Yes.

THE WTNESS: Could you repeat the question

MS. LUSSON: Q Sure.

When you indicate that the current SBC
projections indicate that the going | evel nerger
rel ated costs and savings won't be achieved until
2004, is that related to specific testinmony in that
docket, or is that based on the BWand G audit
concl usi ons.

A Vll, that is ny specific testinmony in this

docket and al so as indicated by the side, it is
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based on final report of the BW5 auditors

Q Okay. Wen you state that 96 percent of
the going level will have been reached at the end
of 2002 if inplenentation of best practices
identified by SBC s nerger integration teans is
achi eved on schedul e, do you know if these best
practices are on schedule, or that is achievenent
of the best practices?

A The best of ny know edge -- and that
know edge is somewhat dated as to July, year 2000
-- | believe that there were certai n managenent
integration teanms savings that were not taking
pl ace as quickly as originally schedul ed.

Q Finally, referring to your direct
testinony, you state you recommrend the terns of the
merger condition remain in effect -- I'msorry,
Page 10, the top of the page.

You say you reconmend that the terns of

the nmerger condition remain in effect until the

Conmi ssion conpletes its next review of the alt -reg

pl an.

By terns of the nmerger condition, are
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you referring to the annual true up and fl ow
through of net nerger savings in the annua
filings?

A Yes, | am | think I'malso referring in
that testinony to audited audits of that
i nformati on.

M5. LUSSON: Thank you, Ms. Marshall.

I have no further cross, but | do have a
motion to make directed, actually, at the conpany,
and that is that the information related to the
current estimate of net merger related costs and
savings identified at Page 10 of Ms. Marshall's
rebuttal testinony and then the percentage increase
listed at Page 11 be made public.

During the nmerger proceeding, the
quantification of net nerger savings, estimates of
net merger savings by all parties were, as |
recall, public information, and there was no
representation made by the conpany that those
figures were proprietary in any way. And | fail to
see what sort of conpetitive information or

proprietary information woul d be released if these
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nunbers were made public.

JUDGE CASEY: Wen was Ms. Marshall's testinony
pr epar ed?

MR HARVEY: Novenber 2nd or 3rd.

JUDGE CASEY: Mdtion is denied. You' ve been
sitting on this for three nonths, four nmonths. You
could have made a witten notion --

MR NI XON: This looks like January 11th is when

this was submtted

JUDGE CASEY: |'mnot -- the exam ners are not
prepared to rule on that notion. |If you want to do
itin --

M5. LUSSON: | guess in ny experience the

questions as to whether or not itens have been --
are appropriately marked proprietary usually are
handl ed in the course of the hearings and the
burden is on the conmpany to show that these nunbers
are proprietary.

The assunption is that that information
is public unless the conpany denonstrates that the
rel ease of the information will reveal proprietary

information, and I don't think any such show ng has
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been denonstrated by the conpany.

JUDGE MORAN: | think that when you're aware of
proprietary information you could rmake an
appropriate notion. You don't have to wait for a
hearing. That is, in fact, an awkward tine to do
it. And it should be in witing and allow the
parties both notice and opportunity to respond. So
when you prepare sonething in witing, then we'll
rule.

JUDGE CASEY: Any other cross for Ms. Marshall?

CRCSS EXAM NATI ON
BY
MR, GOLDENBERG

Q Good afternoon

A Good afternoon

Q I"m Al |l an Gol denberg fromthe Cook County
State's Attorney's office.

How are you doi ng?

A Fi ne.

Q I just wanted to ask you just a couple very
brief questions on savings.

You tal ked in your testinony in Exhibit
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4.0 starting at around Page 8 and in Exhibit 18.0
starting al so around Page 8 with merger savings.

If you want to maybe flip to those two
pages, | could just ask a coupl e questions.

A I have those.

Q Now, when you devel oped your position on
mer ger savings, did you devel op that position from
scratch, or did you nodel it on the Conm ssion's
order in 98-05557?

A My position is based on the Conm ssion's
order in 98-0555.

Q So had somebody given you the assignment of
devel opi ng an appropriate approach to savings, it
woul dn't necessarily be what you presented in your

testinmony if that order itself didn't exist, would

it?
A No, it would not necessarily be the sane.
Q In fact, you testified in the nerger case
didn't you?

A Yes, | did.
Q And you presented a staff approach to

savings in that docket, correct?
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A That's correct.

Q Then the Commi ssion ultimtely adopted what
was in the order; is that correct?

A That's correct.

Q Now, there were other approaches in that
docket, weren't there?

A Yes, there were.

Q The conpany presented a nunber?

A They did.

Q Are you famliar with that nunber?

A | have a general recollection of that
nunber, yes.

Q Now, based on the best of your know edge,
is the current information you have through the
audit a higher nunber or a |l ower nunber in terns of
savings realized?

A The total of the merger integration planned
savings is higher than what was considered in the
mer ger case.

Q Now, your approach right now is based on
flowi ng through actual savings, isn't it?

A Yes, it is.
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Q Now, you al so tal k about presenting an
estimated savings nunber, don't you, as an
al ternative?

A Yes, that is an alternative the Comm ssion
coul d consi der.

Q And what is this estinmate based on that you
present in this case? |I'mlooking for the page.

If you don't need the page reference, you can feel
free to just answer.

A Yes, the estimate --

Q It's found on Page 10 of Staff Exhibit 18
starting around line 216, the answer.

A Yes, that estimate is based on the total of
the nerger integration teamreports as sumrarized
inthe final report of BW&

Q VWhen you say nerger integration team who
does that nean?

A Those are teans of enpl oyees established by
SBC to inplement the merger savings.

Q So that particul ar nunber woul d be
primarily relying on the conmpany's information?

A Yes.
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Q Staff's not independently tracking nerger
savi ngs, are they?

A I"msorry, staff has tried --

Q Conmi ssion staff's not independently
tracki ng nerger savings, are they? You're
revi ewi ng the conpany's informati on and assum ng
that they're tracking it accurately?

A No, that wouldn't be correct. Acting as
project manager, staff is nonitoring indirectly the
work of auditors who are auditing the actual
savi ngs.

Q But the inputs are the company's inputs and
the initial characterizations are the conpany's,
aren't they?

A The initial characterizations are the
conmpany's, but those are subject to proposed
adj ustment and correction.

Q Is there a contested case in which nerger

savings is currently under review other than this

case?
A Yes, there is. | assune that will be a
contested case. |It's been docketed as 01-0128.

1773



10

11

12

13

14

15

16

17

18

19

20

21

22

Q When was that docket ed?
A | believe it was February 6.

Q Does that have a hearing date or a status

dat e?
A Yes, there will be a hearing on Tuesday of
next week.

MR ANDERSON: Check the E docket for further
i nformati on.

MR, GOLDENBERG Q Now, you discuss sone of the
advant ages of using sort of the estinmate approach
in your testinony.

In getting back to the actual nerger
case itself, are you famliar with Dr. Selwn's
appr oach.

A | have a basic understanding of his
appr oach, yes.

Q H s approach is al so based on an esti mate
and a nodel that he devel oped, wasn't it?

A Yes.

Q Is it ny understanding that under certain
ci rcunstances you feel that a nodel using an

estimate woul d be appropriate in this case should
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t he Conmi ssion decide --

MR HARVEY: Can we have sone clarification on
that? | think that --

MR GOLDENBERG | would just state on Staff
Exhibit 4.0 starting on |line 205 she -- in her
opi nion, the witness raises concerns about
Ms. Larkin's recomendation not being sufficient to
capture all merger related costs and savings. |I'm
just trying to sort of probe one of the
alternatives that she presented.

MR HARVEY: | think what has to be kept in mnd
here is it is an alternative that she presented.

It is not her --

JUDGE CASEY: Wien you say she, who presented?

MR HARVEY: Ms. Marshall.

JUDGE MORAN:  Are you probing the alternative or
the initial reconmendation?

MR, GOLDENBERG |'m just probing the adequacy
of the alternative that she presented so that it
can be considered by the Conm ssion and the
examiners, and | think I"'mentitled to just --

JUDGE CASEY: We're not saying you're not.

1775



10

11

12

13

14

15

16

17

18

19

20

21

22

MR, HARVEY: |Is there a question pendi ng?

MR, GOLDENBERG There was. Do you want ne to
ask another? Do you want to try --

MR HARVEY: Wy don't you ask anot her question

JUDGE CASEY: Hold on one second. Co ahead and
ask your original question. You don't have to ask
anot her questi on.

MR GOLDENBERG I'Il try again.

Q In terns of an approach based on esti mates
of savings, in your opinion would that be
appropriate as an alternative in this docket, yes
or no?

A Yes, | think that could be an appropriate
al ternative

Q And it has lots of advantages, doesn't it,
and you outline some of themin your testimnony?

A There coul d be advantages, yes, and | did
mention some in ny testinony.

Q When did the nmerger take place?

A The best of ny recollection, it was Cctober
8, 1999.

Q And currently we're in what year?

1776



10

11

12

13

14

15

16

17

18

19

20

21

22

A 2001.
Q And at what point is st aff suggesting in

terns of nonth and year that savi ngs be addressed

next ?
A Savi ngs were being addressed in the docket
we just discussed. It's ny understanding that the

docket is likely to be conpleted by July 1st of

this year.
Q But in your testinony -- and |I'm again
| ooking for the reference -- you tal k about

revisiting savings in a future review of the
alt-reg case, don't you?

A Yes, ny --

Q You want to tell us in what context you
envi sion that occurring?

A It was nmy understanding that staff witness
Koch is reconmending the entire alt -reg fornula be
reviewed in approximately five years, and
consistent with that, the Conmi ssion could nmake its
determ nation on the permanent treatnment of nerger
costs and savings at that tine.

Q Ckay. And then turning to Page 10 of
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Exhibit 4.0, you reconmend that the nerger

conditions remain in effect until the Commi ssi on

conmpl etes the next review of the plan, don't you?

A Yes, that would be the nerger condition

related to nerger costs and savings.

Q So now that recommendation, just so I'm

cl ear, does not contenplate this new docket that's

just opened, is that correct, or does it?

A Yes, it does. |

think the new docket

that's just opened is for evaluation of specific

areas that the Conm ssion directed be addressed,

and | think that the Comm ssion will need to do

something in this docket

Docket 98-0555 --

because of the | anguage in

Q Now, on Page 10 of Exhibit 4.0 --

MR N XON:. Can we allow the witness to answer?

MR, PACE: | thought she was done, |'msorry.

THE WTNESS: | think

t hat | anguage i ndi cates

that this nmerger cost and savings condition wll

expire at the end of the

current case, being

98-0252, unless the Comm ssion directs howit wll

be treated in the future

That' s ny under st andi ng
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of the Comm ssion's order in the merger docket.

MR, GOLDENBERG Q That's just your opinion
you're not a |l awer, right.

A That's right.

Q You tal k about potentially com ng back July
1st of the fifth year, is that correct, on
Page 10 of Exhibit 4.07?

A No. | believe that the plan would be
revi ewed beginning in the fourth year to be
conpl eted by the fifth year

Q I"msorry, so four years later

So what year would that be?

A Assum ng that the order cones out in 2001
four years later woul d be 2005.

Q Ckay. And how many years after the merger
is that?

A VWell, that is five conplete years plus a
f ew nont hs.

Q And how woul d rate payers be protected in
the interimin ternms of seeing any kind of savings
showi ng up on their phone bills?

A The provision for savings to pass through
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is included in the Conm ssion's order, and that
provi sion all ows savings to pass through the annual
price cap adjustnents.

Q Aren't you concerned that rate payers
aren't necessarily going to see the appropriate
share of savings unless we aggressively |look at a
new nodel |ike your alternative?

MR NI XON: Coul d counsel define what he neans
by an appropriate share of savings?

VMR GOLDENBERG |'ll leave that to the witness'
judgment. She can qualify her answer anyway she'd
like.

THE WTNESS: |'msorry, could you repeat the
question, please.

MR, GOLDENBERG Q Aren't you concerned wit h
rate payers ultinmately seeing an appropriate share
of savings if we don't seek out nodels simlar to
your alternative nodel based on estinates.

A No, I'm not concerned about that. |
believe that the audited actual data wll be
reliable. | sinply suggested that the Comm ssion

may want to consider an alternative to that
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posi tion.

Q But the projections up until now haven't
been accurate, have they, in terns of the conpany's
projections between the nunber they projected in

the nmerger with the actual s?

MR, ANDERSON: |1'mgoing to object on the
grounds that -- well, I'"'msorry. Maybe | don't
have a right to object, but I1'll go ahead since |
started.

There have been no -- M. Marshall

testified that her primary proposal is to track
actual savings, so I'mnot sure what the rel ev ance
is. And | don't know that there's been any
foundation laid regarding |ack of accuracy, but
even if it has, | don't understand the rel evance to
Ms. Marshall's proposal in her testinony since she
just got done testifying that her proposal is to
track actual costs and savi ngs.

JUDGE MORAN: But counsel certainly can explore
the al ternative.

THE WTNESS: Wat was the question? |'msorry.

MR GOLDENBERG Can we read that one back.
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(Record read as requested.)

JUDGE MORAN:  The only thing I would caution is
this line seens to be nore argunentative than just
trying to elicit information, and maybe that's a
fine line so mybe you want to be a little carefu
with that.

THE WTNESS: The only actual data that |'ve
seen is for a brief period in 1999, and | woul d
have to say that in general the conpany reported
for that period costs in excess of savings, they
projected in the nerger case costs in excess of
savings, and so I'mnot in a position to judge what
actual data is as predicted or not beyond 1999.

MR GOLDENBERG Q What if we turn to
esti mat es.

A If we turn to estimates, it's ny opinion
that the current nerger integration savings targets

are higher than originally predicted. Those are

both estimates that -- they're not based on actua
dat a.
MR, GOLDENBERG | have no other questions.

JUDGE CASEY: Any other cross? M. Satter
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CRCSS EXAM NATI ON
BY
MS. SATTER

Q Ms. Marshall, would you agree that the 1999
test year data that's been reviewed in this case
does not reflect nerger savings?

A | believe the conpany originally included
data related to nerger costs and savings. It's ny
under st andi ng of staff's revenue requirenent
anal ysis that no nerger costs and savings are
reflected in staff's case.

Q Do you know whet her the productivity
analysis, which I believe is based on 1999 dat a,
woul d refl ect any merger savings?

A That woul d be beyond the scope of ny
testinmony. M. Ransik (phonetic) would be better
able to answer that.

M5. SATTER  kay. Thank you

MR ANDERSON: | do have a couple questions.
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CRCSS EXAM NATI ON
BY
MR, ANDERSON:

Q Ms. Marshall, to the extent that costs
incurred in 1999 and recorded on the books of
Ameritech Illinois were lower as a direct result of
the nerger, would you agree that those savings
woul d be reflected in the 1999 data recorded on the
books of the company?

A Yes, as a hypothetical question | agree
with that.

Q Do you know whet her staff or any other
party proposed an adjustment to renove the effect
of merger savings from 1999 operating income
statenment data in this case?

A I"mnot aware of anything like that.

Q And the adjustnment you were referring to
was an adj ustnent that the company had originally
made to attribute a porti on of merger costs
incurred in the year 2000 to the 1999 expenses,
correct?

A That's ny understanding. |'mnot a person
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who did that anal ysis.

Q In response to testinmony from GCl and
staff, the conpany renoved that adjustnent,
correct?

A That's ny under st andi ng al so.

MR, ANDERSON: | have no further questions.

JUDGE MORAN: Is there any redirect of the
Wi t ness?

JUDGE CASEY: We're off the record.

(Di scussion off the record.)

JUDGE CASEY: No redirect. Thank you.

JUDGE MORAN:  Thank you, Ms. Marshall, for
comng in. You re excused.

(Wher eupon, MO erren Cross

Exhi bit Nos. 34, 35, 36, 37 were

mar ked for identification.)
JUDGE CASEY: M. Mderren.
(Wtness sworn.)

SAMUEL McCLERREN,

called as a witness herein, having been first duly

sworn, was exam ned and testified as foll ows:
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DI RECT EXAM NATI ON
BY
MR NI XON:
Q M. MdCderren, wuld you state your nane

for the record, please.

A Sanmuel S. Mcderren.
Q And by whom are you enpl oyed?
A The 11linois Conmmerce Commi ssion.
Q In what capacity do you work at the
Conmi ssi on?
A I work in the engineering departnment of the

t el ecommuni cati ons di vi si on.

Q In that capacity, did you prepare several
pi eces of testinony for admi ssion into this docket?

A Yes.

Q If you | ook, please, at what's been
identified as Staff Exhibit 8.0, the direct
testinmony of Samuel S. McOerren, is that your
direct testinony?

A It is.

Q And was it prepared by you?

A Yes.
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Q Do you have any changes, corrections, or
additions to nake to that testinony at this tine?

A No.

Q And attached to that are, | guess,
attachnments 8.01 t hrough 8. 06.

Are there any changes or corrections to

be made to any of those at this tinme?

A No.

Q If you were asked the questions therein
today, would your answers be the same?

A My answers woul d be the sane, yes.

Q Did you also prepare Staff Exhibit 22.0
the rebuttal testinmony of Samuel S. MO erren?

A I did.

Q Are there two versions of that testinony?

A Yes.

Q A proprietary version and the public or
nonpropri et ary version?

A Yes.

Q Do you have any changes, corrections, or
additions to be nade to either the proprietary or

the nonproprietary version of your rebutta
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testi nmony?
A | have no changes.
Q If you were asked the questions therein,
woul d your answers be the same today?
A My answers woul d be the sane.
MR NXON. At this tinme | nove for the
adm ssion of Staff Exhibit 8.0, Staff Exhibit 22.0,
and Staff Exhibit 22.0P, and tender M. MO erren
for cross-exanination.
JUDGE MORAN:  Any objections to the adm ssion of
t hese exhi bits?
Heari ng none, Exhibit 8.0, 22.0, and
22.0P are admtted.
(Wher eupon, Staff
Exhi bit Nos. 8.0, 22.0
and 22. 0P were
admtted into evidence.)
JUDGE MORAN:  And who wi shes to start
Cross-exam nation?

Pl ease proceed.
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CRCSS EXAM NATI ON
BY
MR, KERBER

Q M. MdCerren, | just have a few questions
for you regarding the definition of service
installation, and I will be specifically asking
these questions in the context of Staff
Exhibit 8.0, your direct testinony, the questions
and answers begi nning on Page 8, line 175 and
conti nui ng through Page 9, |ine 207.

So if you just take a |l ook at that and
| et me know when you're there?

A Yes, | amfamliar with that.

Q Am | correct in understanding this
testinmony, M. MCerren, as stating that your
under st andi ng of the proper meani ng of service
installation is based, at least in part, on the
second anmendi ng order in Docket 55472 which was
effective, according to your testinony, on
November 20t h, 19747

A That is the basis for it, yes.

Q And it's your position that that rule
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clearly does not contenplate vertical servi

because those did not becone products unti

early 1990s,

ces

t he

well after the 1974 date of the second

anendi ng order; is that correct?

A

Q

M. Mderren;

That

is correct.

Now, what about touchdown servi ce,

that was around si nce about the

md '60s, was it not?
A As broad usage, | really don't know
Q Let nme ask you this: During the

cross-exanm nation of M. O Brien, he testif

ied to a

date for touchdown service sonetine in the '60s,

and at

with that date as you sit here today;

| east

correct?

A

termvertica

caller

you're not in a position to disagree

is that

| would submt that my understandi ng of the

servi ces has to do

with call

wai ti ng,

ID, other services that started in the early

'"90s tine frame.

Q
A

Q

Wul d that include cal

Yes.

Cal |

wai ting?

f orwar di ng?
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Yes.
Three-way cal ling?
Yes.

Speed cal ling?

> O >» O >

Yes.

Q M. MCerren, 1"'mgoing to hand you an
exhibit that | have had marked McC erren Cross
Exhibit No. 34. Let ne know when you have had --
| et me have one of those back. I'msorry.

Wul d you et me know when you have had
an opportunity to take a |l ook at that document?

A I have.

Q Can you identify that docunent M. -- can
you recogni ze that document, M. MCerren, as a
tariff sheet that would have been filed with the
I'l'linois Commerce Conmi ssion?

A | can, yes.

Q And if | can call your attention to the
upper part of the docunment, this document
identifies and defines the services known as call
forwarding, call waiting, three-way calling, and

speed calling, does it not?
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A Yes.

Q It includes prices and terns and conditions
for those service?

A Yes, it does.

Q If I could call your attention to the upper
right -hand corner of the docunent, could you tel
me the effective date of this tariff, please?

A June 15, 1974.

Q And that's before the issue date of the
order you referred to in your testinony, | believe?

A That is true

Q That's also well before the early 1990s, is

it not?
A It is.
Q I"mgoing to speed this up by giving you

these three at the sane tinme, hand you a series of
docunents that |1've marked sequentially MC erren
Cross 35, 36, and 37. And for those of you who get
unmar ked copies, they're in chron order

If you just let me know when you have
had an opportunity to | ook through those.

A Al right.
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Q Calling your attention first to MO erren
Cross Exhibit 35, does this docunent add to the
previous list of services that we just discussed in
Section 1.3(a)2, three additional variants of call

forwarding listed as variable, busy line, and don't

answer ?

A And the only request I would have -- the
papers have gotten confusing here -- which one is
35, is that --

Q It is Part 2, Section 9 original Page 2

A 2.3, okay.

Q So if | could call your attention to
Section 9, paragraph 1.3(a)2, is it true that this
tariff --

A 1.5(a)2?

Q 1. 3(a)2, right up near the top

(Wher eupon, there was a change

of reporters.)
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(Change of reporters.)

Q This adds to the services that we nentioned
in the prior series of questions, three different
variants of call forwarding |isted as vari abl e,
busy line and don't answer?

A Yes.

Q And provides prices and terns and
conditions for those services?

A It does, yes.

Q And what is the effective date of this
tariff?

A It's July 21, 1983.

Q And that's also prior to the early 1990's ?

A It is, yes.

Q Calling your attention to MO erren Cross
Exhi bit 36, specifically near the top of the page
it identifies in Paragraph 9.1A an additiona
vertical feature identified as call identification
service, does it not?

A It does, yes.

Q And that is again in addition to the

vertical services that we've discussed so far?
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A Yes.

Q And provides prices, terns and conditions
for that service?

A Yes.

Q And the effective date of this tariff is
what, please?

A Cct ober 24, 1988.

Q And then if you turn to the [ast one
McCl erren CGross Exhibit 37. M. Mderren, is it
true that this exhibit is also a tariff sheet, and
it includes what are identified as advanced custom
calling services, and specifically identif ies those
services as automatic call back, repeat dialing,

di stinctive ringing and call screening?

A Yes.

Q And again, it provides actually, this one
doesn't have the prices, but you can see the
service definition in the terns and conditions
her e?

A Yes.

Q And what is the effective date of this

tari ff?
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A Sept enber 1, 1989
MR, KERBER That's all the questions | have,
and | nove for admission of these four cross
exhibits.
JUDGE CASEY: Any objection? Aneritech Cross
34, 35, 36, 37 will be admtted.
(Wher eupon Ameritech Cross
Exhi bits Nos. 34, 35, 36 and 37 were
admtted into evidence.)
CRCSS EXAM NATI ON
BY
MS.  LUSSON:
Q Good afternoon, M. Mderren.
A Good afternoon
Q If you could turn to Page 7 of your direct
testinmony. At Line 155, you indicate that staff
has | earned t hat the conpany has applied an
i nappropriate definition of installation
per f or mance?
A Yes.
Q Can you identify when staff |earned of what

you term an inappropriate definition of
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install ation performance?

A I will only be able to characterize when it
cane to ny attention, and | would say that woul d be
in Qctober 2000 time. Excuse nme, let ne back up
one nonth to Septenber.

Q And as | understand your testinony, is it
correct, then, that both before and after you
becanme involved with monitoring of Illinois Bell's
performance with respect to this benchmark, that
the staff interpreted the Conpany's definition of
this benchmark as relating solely to the provision
of regul ar tel ephone service, i.e., dial tone?

A Yes.

Q So is it also correct, then, that your
reconmendation that the neasure for installation
within five days be limted to the installation of
dial tone lines, access lines, is not a change in
staff's position, is it?

A That is true

Q On Page 12 of your rebuttal testinony,
responding to M. Hudzik's testinony you discuss at

Li nes 263 through 270 the rel evance of nonthly
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data, do you see that portion?

A Yes, | do.

Q Whul d you agree that, or is it your
testinmony that the degree to which the conpany
nm sses a benchmark each nonth is of concern to the
Conmi ssi on, and you, and not just whether the
benchmar k was achi eved by the conpany?

A | woul d agree that the magnitude of the
mss is inmportant to ne.

Q And so woul d you agree, then, that all of
the things being equal, that the greater the mss
of a particular benchmark, the, perhaps, increased
concern of you and the Conmi ssion with respect to
the conpany's service quality performance?

A And | want to be clear, I'mjust speaking
for nyself, but yes, the nore a standard is m ssed,
the nore -- it is nore of a concern to ne that the
more drastically a standard is mssed the nore of a
concern it is to ne.

Q And finally, M. MdCderren, back in 1994
when t he Conmi ssion approved the existing price cap

order, if I could | would Iike to show you a
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concl usion stated by the Conmmi ssion with respect to
service quality in that order.

And the order states, we recognize that
one of the theoretical risks of price regulation is
that the conpany may, while seeking to maximze its
i ncome, reduce expenditures in certain areas in
such a manner as to inpact service quality
adversely. This is especially true for residential
services, which are the nost inelastic services and
unlikely it be exposed to conpetitive pressures in
the near term Do you see that concl usion?

A Yes, | do.

Q And in your opinion, is the Comm ssion's
conclusion as stated there rel evant today, just as
it was back in 19947

MR, KERBER |' mgoing to object at this point,
because | think we've crossed the line into clearly
friendly cross. | nean that's |anguage that
various staff w tnesses have affirmatively relied
upon for essentially the sanme point M. Lusson
seens to be drawing out of M. Mderren.

JUDGE CASEY: Has M. Mderren said something
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contrary to that in his testinmny?

M5. LUSSON: No, he's not but I think I'm
entitled to explore his opinion. I'mlooking at --

JUDGE CASEY: But if he hasn't expressed an
opinion, or his opinion is the same as what's
al ready there.

M5. LUSSON: That's what I'mtrying to
determne, if it is the sane.

JUDGE CASEY: Were in his testinony does he
tal k about this subject matter?

M5. LUSSON: At Lines 98 through 105, on
M. MCerren's direct testinmony, there is a
di scussi on about maintaining service quality levels
and the validity of that. And the question it
states, the question to be addressed in this
proceedi ng i s what penalties should be established
to notivate the conpany to maintain service quality
since the current penalties have not succeeded in
that task.

To the extent the Conmi ssion indicated

in the price cap order that under alternative

regul ation, and the rel ease of earnings restraints,
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that the conpany is inclined to behave a certain
way With respect to service quality or at |east has
the ability to allow service quality to degrade, ny
question rel ates --

JUDGE MORAN:  Your question relates to a certain
passage taken out of the Commi ssion's order in
92-0448, am | correct?

M5. LUSSON. That's correct.

JUDGE MORAN:  And you can certainly ask -- has
M. Mderren alluded to that passage in his
testi nmony?

M5. LUSSON: Not specifically, no.

JUDGE MORAN:  So he hasn't testified --

M5. LUSSON: He's testifi ed about what notivates
the conpany to nmaintain service quality, and the
passage |'ve read di scusses certain notivations
associated with alternative regulation, that is the
fact that earnings are unlimted, so therefore
there is the possibility that a conpany under
regul ation could permt service quality to degrade.

JUDGE MORAN:  Are you asking M. MCerren if he

shares those sentiments?
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M5. LUSSON: That's exactly what | asked him

JUDGE MORAN:  That's a differ ent question.

M5. LUSSON: No, | think that's exactly what |
asked him if he still agrees that that is rel evant
today. That was ny question.

MR, HARVEY: | guess ny thought there would be
asking M. Mcderren whether the -- a portion of
the Conmi ssion's order in 92-0448 is relevant calls
for a legal conclusion, and is sort of -- | nean it
seems to be self evident that the order is
rel evant, you know. |'mnot sure that anybody has
attenpted to deny that in this proceeding.

M5. LUSSON: | didn't ask if the order was
rel evant.

MR, HARVEY: That's exactly what you said.

M5. LUSSON: | asked if the conclusion reached
by the Commi ssion with respect to the proclivities
of the conpany under alt reg to allow service to
degrade is still a legitimate concern today, five
years | ater.

JUDGE MORAN: Is it alegitimate concern to the

pl an?
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M5. LUSSON: If alt reg is approved, my question
isto M. MCerren, is that concern expressed by

the Commi ssion in that or der a concern of his

today? Is it still relevant?
MR HARVEY: | think those are two different
questi ons.

JUDGE MORAN:  We'Il allow the question, but I
think you didn't need to cite to the order, you
could have asked if these particul ar concerns are.
You are conplicating it by making it part of the

order. Do you know what |'m saying, you are

throwing --
M5. LUSSON: | guess | was |aying the foundation
for that sentinment, that's all | was doi ng by

citing to the order.

JUDGE MORAN: M. Md erren.

THE WTNESS: | agree totally that it's still a
pertinent concern, particularly given the last five
years. We have experience where | think we have
very clearly seen a conpany with notivations,
econom ¢ signals to not behave in a strong service

quality fashion
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M5. LUSSON: Thank you, M. MCerren, that's

all the questions | have.

JUDGE CASEY: Any other cross? Redirect?

MR N XON:  Can we have a minute?

JUDGE CASEY: Yes. W are off the record.

(Wher eupon, there was an
of f -the-record di scussion.)

JUDGE MORAN: Is there any redirect for
M. MdCerren?

MR N XON:  Yes, there is.

JUDGE MORAN: Pl ease proceed.

REDI RECT EXAM NATI ON
BY
MR NI XON:

Q M. Mderren, you were asked sone
questions by Ameritech's counsel about your
testimony on whet her or not you found that regul
service installation should not include verti cal
services, do you recall that?

A Yes, | do.

ar

Q And in particular, they provided us with

Cross Exhibits 34, 35, 36, and 37. Do you have
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those in front of you?

A Yes, | do.

Q If you would | ook at Ameritech Mcd erren
Cross Exhibit 34, please?

A Yes.

Q And near the top of that document, not at
the top, but where it says Part 2, Conmunication
Services, do you see that |ine?

A Yes, | do.

Q Wuld you read the portion directly under
that, please?

A It says Section 9 Custom Cal ling Service

Q And in your opinion, is customcalling
within the real mof what you have testified to as
regul ar services?

A No, it is not.

MR KERBER |I'msorry, | didn't quite hear the
questi on.

MR NI XON: To what he has testi fied to as
regul ar servi ces.

MR, KERBER  (kay, thanks.
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BY MR NI XON:

Q And if you would | ook at please Amreritech
McCl erren Cross Exhibit 35?

A Yes.

Q And again, towards the top there is a
| egend, Part 2, Exchange Tel ecommuni cati ons
Service, would you please read the line inmediately
under that?

A It's Section 9, Central Ofice Optional
Li ne Features.

Q And do you consider optional line features
to be part of what, in your opinion, are regular
servi ces?

A No, | do not.

Q And again, referring to Areritech Mcd erren
Cross Exhibit 36?

A Yes.

Q Again, near the top there is the |line that
says Part 2, Exchange Tel ecomuni cati ons Servi ces,
and under that, can you tell us what t he line
reads, please?

A Section 9, Central Ofice Optional Line
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Feat ures.

Q And again, do you consider optional line
features to be part of regular service as you' ve
testified?

A No, | do not.

Q And referring to Aneritech MO erren Cross
Exhibit 37, which is the last of the cross
exhibits, again there is a |l egend, Part 2, Exchange
Tel ecommuni cati ons Service, and under that what
does it read, M. Mderren?

A Section 9, Central Ofice Optional Line
Feat ures.

Q And again, are optional line features
within the scope of what you have testified to as
regul ar services?

A No.

MR N XON. That's all | have.

JUDCGE CASEY: Recross?

MR, KERBER: No, your Honor.

(Wtness excused.)
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(Wher eupon Ameritech
Exhi bits Nos. 12.0, 12.1, 12.1P and
12. 2E were marked for
identification as of this date.)
(Wtness sworn.)
JOHN HUDZI K,
called as a witness herein, having been first duly
sworn, was examined and testified as foll ows:

DI RECT EXAM NATI ON

BY
MR KERBER:
Q Areritech Illinois next calls M. John

Hudzi k. M. Hudzik, | have sitting on the table
here between us four documents. They are
respectively the rebuttal testinmony of John Hudzik,
Ameritech Illinois Exhibit 12.0. The surrebuttal
testinmony of John Hudzik, proprietary version,
Ameritech Illinois Exhibit 12.1, the surrebutta
testinmony of John Hudzi k, public version, also
Aneritech Illinois Exhibit 12.1.

And a list of corrections to both the

rebuttal and surrebuttal testinony, which the
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Heari ng Exami ners have instructed us to have narked
Ameritech Illinois Exhibit 12.2?

JUDGE CASEY: And add an E to the end of that so
everyone knows that it's errata.

MR KERBER  12.2E for errata.

BY MR KERBER:

Q Are you famliar with these documents?

A Yes, | am

Q Were they prepared by you or under y our
direction?

A Yes, they were.

Q And if you were asked the questions that
appear within these docunments today here under oath
with your answers be the sane as what appear here
in the docunents?

A Yes, they do.

Q Wth that, | would nove for the adm ssion
of these exhibits, and tender M. Hudzik for cross
exam nation. And just for the conveni ence of the
parties, | would note that the only proprietary
information in the surrebuttal is in the paragraph,

the Q and A that appears on the upper part of Page
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13, which is sone budget information, and the
remai nder is all public.

JUDGE MORAN:  Are there any objections to any of
the exhibits as outlined by Ameritech counsel ?
Heari ng no objection, Ameritech Illinois Exhibit
No. 12.0, 12.1P, and 12.1, as well as 12.2E, being
the errata are admtted into the record. And is
subject to cross exam nation

(Wher eupon Ameritech Illinois
Exhi bits Nos. 12.0, 12.1P, 12.1 and
12. 2E was admitted into evidence.)

JUDGE MORAN:  Who will begin?

JUDGE CASEY: Well, we are going to take a break
now until 3:30.

(Wher eupon, there was
a short break taken.)

JUDGE MORAN: Ckay, who wishes to start cross
exam nation of M. Hudzik?

MR, KERBER  First, your Honor, we've got two
more corrections that Ms. Lusson kindly pointed out
tous. In Exhibit 12.1, both the proprietary and

the public version in the last five lines of the
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answer, in both places where the word nunerator
appears, it should be denom nator.

And in the break -- Page 27 Q and A at
the top half of the page, and |'ve already nmarked
those on the court reporter's versions. In
addi tion,

M. Hudzi k had a couple of not really
clarifications -- or not really correcti ons, but
sort of generalized clarifications, and | thought
it mght be useful if he would give us those in
case it saves us a question or two later

MS. SATTER | have a question, did you say that
only the last sentence or -- the last two
sent ences, nunerator appears in both of the I|ast
two sentences.

MR, KERBER The |ast two sentences, |I'msorry,
the last two sentences, the last five lines, those
both where it nentions nunerator are denoni nator.
BY MR KERBER

Q And M. Hudzik, would you like to just go
ahead and nake the clarifications that you had

i ndi cated you woul d wanted to address?
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A Sure the first correction is in ny rebutta
testinmony Exhibit 12.0, Page 20, the first ful
par agraph, the one that starts, no, they do not.
In that paragraph, | nention that a neutral ranking
for the custoner satisfaction surveys was 52.
Actually the neutral score depends on the specific
question asked, it actually ranges between 52 and
54.

The second correction is on ny
surrebuttal testinmny on Page 46. At the top of
the page where | discuss call forwarding service
associated with cellular programin Chio,
subsequent to t he submittal of ny testinony I
|l earned that in fact in Chio as part of the
cel lul ar | oaner program custoner are given the
option of call forwarding to residence line, to
another land line, and that wasn't clear fromny
original testinony.

JUDGE MORAN:  So, in other words, you have
| earned that custoners in Cnhio are offered?
THE WTNESS: They are offered call forwarding

associated with the cellular loaner. It is not
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required, but it is part of the program

M5. HAMLL: Is that in addition to the | oaner
did you say?

THE WTNESS: It is only offered in conjunction
with the | oaner.

JUDGE MORAN:  And if | can go back to your
rebuttal testinony where you nake the correction on
Page 20, | see here the statenent that a neutra
ranking is given a score of 54. Are you saying
that's 52 to 547

THE WTNESS: It ranges depending on the
speci fic question being asked. It can be anywhere
from52 to 54 dependi ng on the question

JUDGE MORAN:  Thank you. And who w shes to
begi n cross exam nation of M. Hudzi k?

M5. LUSSON: 1'Il go first.

CRCSS EXAM NATI ON
BY
MS. LUSSON:

Q Cood afternoon, M. Hudzik, ny nanme is

Karen Lusson, | represent the Gtizens Uility

Board. | want to start out by asking you a couple
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of questions that M. OBrien referred to you

A Ckay.

Q And this has to do with a |ine of
questioning | had to M. OBrien regarding the
Conpany's calculation of installation within five
days, that benchmark. And | asked M. O Brien
isn't it correct that the installation of vertica
features do not require a field visit to custoner
prem ses; isn't that correct?

A In al nost every case that is true

Q And there is no work on Ameritech's outside
pl ant or central office associated with
installation of vertical features, is there?

A Again, alnost in every case that's true.

Q And when soneone orders a vertical feature
be added to t heir own service, does the custoner
service representative that takes that order nodify
the Conpany's records to insure that that feature
is then nade a part of that custoner service?

A Wen the custoner orders that particul ar
vertical service, the customer service rep

initiates a service order request that actually
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flows through to the translation systemthat mnakes
that change in the central office switch, so yes.

Q Wuld it be fair to characterize that
exercise as a conputer entry by the customer
service representative?

A Yes, it woul d.

Q Anot her question that M. O Brien indicated
you might be able to answer, was, again, along
these lines. 1Is it correct that in computing
installations within five days, that the conpany
excludes second |ines and additional |ines?

A That is correct.

Q And new orders for nultiple lines are al so
excl uded?

A Yes, that's correct.

Q And how about an installation of pay phone
|'ines?

A No, that's not correct. The only pay phone
lines that will be excluded will be Ameritech pay
phone lines. |If it's a private vendor pay phone
they woul d be counted.

Q And can you give a definition of what
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constitutes a transfer, which as | understand it is
included within the definiti on of installation
within five days?

A Yes. Typically it is a custoner who is
taking their existing service fromone |location to
another, typically it's referred to as a T and F
order, a to and fromorder, and we count the T part
or the installation part of that order.

Q And with respect to change orders, does
that refer to a custoner requesting, for exanple,
the addition of a vertical service to their nmonthly
servi ce?

A It could be a request for al nbst anyt hing,
it could be a request for vertical service, it
could be a request for additional |ine.

Q And were you in the roomwhen M. Kerber
i ntroduced Areritech Illinois MO erren Cross
Exhi bits 34 through 37?

A Yes, | was.

Q And as | understand those exhibits, they
purport to indicate various tariffs that began the

of fering of these, what woul d ot herwi se be called
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vertical services?

A I"mnot sure they began the offering,
think those exhibits denonstrated those services
were avail able at that tine.

Q If you could just take a | ook through the
list produced in these exhibits. And can you
indicate, are there any other services that
Areritech offers today in addition to these that
woul d fall under the unbrella of vertical services?

JUDGE MORAN: Have you anywhere in your
testinmony put in an exhaustive list of vertica
servi ces?

THE WTNESS: No, | have not. The only one that
I can think of that conmes to mind that | don't see
on here is talking call waiting, where the person
who is wanting to get through's name is actually
announced to the person. Qher than that, | think
everything is on there that I can recall
BY MS. LUSSON

Q And is the custoner's request for caller ID
to be initiated in their nonthly service al so

included within your definition of vertica
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servi ces?

A Yes, it would be.

Q And how about the relatively, | think it's
a relatively new service, the caller ID, 1 think
it's privacy manager?

A That woul d al so be vertical service, yes.

Q And that also is included within the
Conpany's neasure of installation within five days?

A Yes. The only vertical service | know that
is not included within the vertical service
cal culation is voice mail

Q And would it be fair to say that the
penetration | evel of the subscribershi p to these
vertical services listed in MO erren Cross
Exhibits 34 through 37, and including caller ID and
privacy nmanager, that has increased or grown in the
| ast decade?

A Yes, | would say that's a true statenent.

Q So, for exanple, the specific services
listed in McCerren CGross Exhibits 34 through 37
the I evel of subscribership to those services back

in the dates listed on these tariffs was, is it
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fair to say, was considerably |less than exists
t oday?

A I can't speculate as far as the degree. |
think it's a fair statement so say it was |ess, but
I couldn't say how far

Q Turning your attention to your Exhibit
12.1, your surrebuttal testinony at Page 2. You
di scuss informati on concerning the Conpany's
reduction in field visit installation intervals,
and pending installation orders, do you see that?

A Yes, | do.

Q First of all, when you reference the word
pending in the mddl e there, how | ong have those

orders been pending, those instal | ation orders?

A It could be anywhere from one day, out
forever. 1t's any order that has an active due
date on it.

Q And you' ve indicated there that the
i nterval has been reduced for the nonth of January
2001 in the first sentence, do you see that for
instal |l ation?

A Yes.
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Q Isit fair to say that the |evel of
requests for installation by custoners is seasona
in nature?

A Yes, it is.

Q. And at Page 5 of your testinony, you
indicate that you refer to January as a | ow nonth.
Is it fair to say, then, that January is, in terns
of overall nunber of installation requests, one of
the lower nmonths in terns of custoner demand?

A Traditionally that's true.

Q Wth respect to the Conpany's cal cul ation
of out of service over 24 hours, can you define
what constitutes an act of God in the Conpany's
eyes?

A An act CGod is typically used to define a
weat her event outside the normal, what woul d be
expect ed, for exanple a flood situation, a severe
blizzard, not just normal snow fall or normal rain
fall activity, but sonething outside the norm of
what one woul d expect in that particular season

Q And in determ ning what constitutes an act

of God, is that within the Conpany's discretion or
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does t he conpany seek approval fromICC -- the I1CC
as to its characterization of out of service
i ncidents as acts of Cod?

A W& have not requested approval for use of
those codes as act of God. W have informally
di scussed the use of those codes with Conmi ssion
staff during ongoi ng nmeetings.

Q And is it within the discretion of the
field personnel assigned to certain areas or
central offices, or is that a decision you nake?

A The use of those act of God codes basically
i s made by upper nmanagenent, it's not sonething an
i ndi vi dual technician would generally do on their
own.

Q And if that decision is nade by upper
managenent, then in the tallying of outages, is it
al so upper managenent that is making -- or keeping
track of those outages?

MR KERBER |'msorry, could you clarify those
out ages? Do you nean generally timng the length
of an individual out of service incident, or are

you tal king about a specific act of God outage?
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M5. LUSSON: | guess ny question is, are the
same people who determne the definition of act of
Cod al so tracking outages for purposes of this
benchmar k?

THE WTNESS: Are you asking whether there is a
separate group | ooking at whether those act of God
exclusions are used appropriately, than the line
personnel who is actually using then?

BY MS. LUSSON

Q | guess ny question is, once an outage
occurs, and field personnel are assigned to repair
a line, are the sane individuals who are tallying
those outages in terns of the anount of tine it
took to repair the line, the sane individuals that
make the decision as to whether it constitutes an
act of God?

(Change of reporter.)
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(Wher eupon, there was a change
of reporters.)
THE WTNESS: Maybe if | explain the process,
that m ght hel p answer the question

The counting of the Act of CGod is based
on the coding that the technician does when he
cl oses out that particular case of trouble.

The authorization to use that code which
woul d indicate an Act of God is authorized by the
managenment of that organi zati on and not by the
technici an hinsel f.

BY MS. LUSSON

Q By managenent of that organization, do you
mean t he manager of the technician?

A No, the general manager of the division

Q | guess I'mstill confused as to how that
techni cian knows to assign that Act of God code to
an outage he has just handl ed?

A Because these are rare events, if it's a
blizzard condition or flood condition, we know the
areas inpacted and the cases of trouble involved in

that. That is when that nessage would be given to
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those groups of technicians working on that
particul ar event.

Q Is it your testinmony that t he Conpany does
not excl ude weekends and holidays fromits
cal cul ation of the duration of an outage?

A W do not.

Q Is it also true that the Conpany includes
Act of CGod -- excludes Act of God outages fromthe
numer at or but includes themin the denom nator when
calculating its performance of OOS greater than 24
hour s?

A. That is true.

Q Turning to Page 3 of your surrebuttal, you
reference increases in network head count. At the
top of the page that those numbers reference there,
how many of those individuals constitute enpl oyees
i mported from ot her SBC regi ons?

A None of them

Q None of them

Directing your attention to
Page 5 of your surrebuttal testinony; again, where

you di scuss the seasonality of service quality
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problems. Now, | think you have testified that
installations is seasonal, the dermand for
installations is seasonal in nature?

A Yes.

Q Is it also true that the level of out of
servi ce over 24 outages is seasonal in nature?

A Yes, there are al ways exceptions to that
based on weat her circunstances, but in general
that is true

Q Wul d that also be true for incidents of
repair, for exanple, trouble reports or 100 |ines?

A Yes, but because the way the neasure is
cal cul ated, you see less of a fluctuation on
troubl e requests because it is neasured on the
basis of total access |ines.

Q Turning to Page 7 of your testinony --
strike that.

Let me ask you, generally, going back to
the di scussi on of excluding second and additi ona
lines within the conputation of installation within
5 days, is it correct that the Conpany includes

those itens in the denomnator in its cal culation
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of that?

A No, that is not true.

Q Turning to Page 12 of your surrebuttal
testinmony, pl ease.

I made a notation that the sentence
begi nning with the word "however" was a bit uncl ear
the way it was witten. 1s that one of the
sentences that you corrected?

A Yes, this was corrected.

Q To clarify your testinony at Page 15 of
your Exhibit 12.1, there you discuss m ssed
installation cal culations, repair appointnents. At
the bottom of the page you say a credit would be
avail abl e only when Aneritech Illinois has mssed a
speci fic appointnent to have a technician at the
premses within a certain time window. \Wat do you
mean by "within a certain
time w ndow?"

A If there was an arrangenent mnade,
for exanple, on a repair case, that the custoner
wanted to be honme or needed to be hone when that

technician arrived and the appoi nt mrent was nade,
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for exanple, between 4:00 and 8:00 p.m on a
specific day and the technician did not arrive
during that wi ndow, that's an exanple of a
situation that a credit would exist .

If the repair commtnment was just that
we will have your service fixed by 8:00 p. m
tonmorrow night; in other words, there was never an
arrangenent nmade as far as meeting the technician
or needing access to the custoner's prem ses, there
woul d be no credit applied.

It would just be in those situations
where the custoner was obvi ously expecting the
technician to arrive and he didn't.

Q Is it also correct that you have testified
that a credit would only apply if Illinois Bell has
not contacted the custoner that they won't be
arriving to neet that appointnment?

A Correct we -- that credit would apply in
those circunstances that | just described unl ess
the Conpany gave that customer 24-hours
advance noti ce.

Q Wuld the credit apply if the individua
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had an appointnment for 5:00 o' clock Friday and at
11: 00 a. m on Friday, the Company called and said
they are not going to nake the appoi nt ment ?

A Yes, because that wouldn't be a 24 -hour
noti ce.

Q And just to clarify because | think in some
aspects the varying proposals for service quality
penal ti es have been changed, so | just want to
clarify.

Is it correct that the Conpany's offer
for individual customner -specific penalties would
only apply if the penalty structure is renoved from
the price cap index?

A That's correct.

Q So if the Commi ssion adopts the Conpany's
proposal to |l eave the penalty at
.25 percent within the price cap index, those
cust omer - specific remedi es woul d not apply?

A That's correct.

Q Turning to Page 16 of your surrebutta
testinmony, you indicate that credits for m ssed

appoi ntnents should only be offered in years
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follow ng a year in which the Conpany failed to
attain the established benchmark and that if the
Conpany net the established benchmark, no credit
shoul d be offered.
I assune you're meaning in terns of an

annual reconciliation of the benchmark and not a
mont hl y?

A That is correct, annual

Q Whul d you agree that it's possible that
assum ng Aneritech m ssed a benchmark and cust oner
credits would apply the following year, that t here
exists the possibility that those customers who
wer e i nconveni enced by a nmissed appoi ntment and who
woul d ot herwi se be eligible for a penalty m ght not
get it if, for example, they noved out of the
stat e?

A Are you referring to a custoner that was
i nconveni enced the year in which the penalty was
then applied, meaning the subsequent year?

Q No.

If, for exanple, Illinois Bell mssed an

appoi ntnent in 2000, for hypothetical purposes, and
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in fact, it was determ ned that the Conpany m ssed
that particular benchmark in the Year 2000. |
assune then your testinony is that a customer
credit would apply and be forwarded to that
customer the follow ng year?

A No, that is not ny testinony.

Q When woul d that custoner see that?

A That custonmer would not.

My testinmony is the Conmpany proposal, as
it stands, is if the Conpany failed to neet a
benchmark, in your exanple, for 2000, that woul d
trigger the offering of credits to any cust omers we
m ssed that sane benchmark during 2001

Q So the custoner would receive it in 20017

A Any custoner inpacted by that benchmark in
2001 woul d receive that credit--

Q And just to nake sure the record is clear
if the Company made or achieved its benchmark, for
exanple, for installation within
5 days in the Year 2000 but customers in the
2001 were faced with m ssed appoi ntnents by the

Conpany, they would not receive the credit?
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For an occurrence in 20017
Ri ght .
If we made it in 2000?

Ri ght .

> O >» O >

Yes, that's correct.

Q Now, on Page 16, you indicate t hat
Areritech Illinois' position on this issue is
consistent with the approach taken in both
Chio and Indiana; is that correct?

A That's correct.

Q And by "this issue,"” you're referring to
the difference between a conmtnent and an
appoi ntnent; is that correct?

A Correct.

Q Is it correct that in Chio and | ndi ana,
American nust pay customers in all years for mssed
appoi ntnents regardl ess of whether an established
benchmark was failed in the
prior year?

A Under those proposals, yes, because they
have no Alternative Regul atory nmeasures |ike we

have here.
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Q Wt h respect to your testinony regarding
the internal neasures proposed by Ms. Terkeurst to
be applied as new service quality nmeasures, and |I'm
| ooki ng at Page 17.

A Yes.

Q Is it correct that each of the new neasures
proposed by Ms. Terkeurst is an internal neasure
that the Conpany has al ready been tracking
performance of with the exception of one which you
identify in your testinony?

A | think it is fair to say that the
categories that Ms. Terkeurst uses are the sane
nanes, essentially, as neasures that are used
internally. The way she defines them may not be
the sane as the way the Conpany defines them

Q At Page 21 of your testinony, you discuss
the use or selection of data for purposes of
det erm ni ng a benchnar k.

A Yes.

Q And again, M. OBrien referred me to you
in terms of asking you sone specific questions with

regard to the Conpany's policy on record retention
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First of all, who in the Conpany, if you
can identify the individual or individuals, nakes
the decision as to which service quality measures,
whet her they be the benchmarks in this plan or the
i nternal measures that the Conpany has in place,
the duration -- | lost the first part of the
question. Let nme break it up

Who in the Conpany can you identify, if
you can identify, makes the decision as to how | ong
records will be retained for the Conpany's
performance with respect to the eight service
quality benchmarks in the existing price cap plan?

A By individual, | couldn't tell you. 1 do
know t hat we do have a network results organization
that existed within Aneritech Illinois and now
exists within the SBC structure and it's
responsi bl e for mai ntenance of those and any sort
of regul atory measurenents

Q Is there a policy that you can describe in
terns of record retention, that being the | ength of
time records are retained, for t hose eight

benchmar ks?
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A | can't speak directly to a policy. From
my understanding, certainly, in the case of these
ei ght benchmarks, since 1994 when we started
reporting these benchmarks, we have nmonthly data
that is available for all of them

Q And with respect to pr e-1994 levels, is it
correct that the Conpany retains those on an annua
basis only?

A If they had been an internal measure or
otherwi se used internally in the Conpany, they may
be retained, but | don't knowif there is a fornal
retention policy as far as keeping those or not.

Q Sane question with respect to the interna
neasur es.

Is there a policy in place for the
length of time records are retained?

A Internal nmeasures are a lot nore fluid.
Typically, internal measures are determ ned by an
i ndi vi dual departnent or organization that wants to
track a particular facet of their operation that
particul ar year.

Those internal neasures are subject to
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frequent criteria changes as far as how they are
measur ed because an organi zati on may want to focus
on one aspect one year and they don't the next
year. The measures sonetinmes can't be conpared
year to year.

As far as any retention policy, that
woul d be up to the individual depar tnment that
utilize that data.

Q So woul d you agree that to the extent
per f ormance benchmarks are established for any
i nternal measures that mght be adopted by the
Conmm ssion, that the benchmark -- that the
performance | evel selected is dependent upon the
Conpany's prior decision as to how | ong those
records will be retained?

A Coul d you rephrase that.

Q To the extent the Conmpany is making a
proposal in this case about which years should be
used as benchmarks for a specific nmeasure, woul d
you agree then that that neasure is dependent upon
the Conpany's policy with respect to the retention

of records for that neasure?
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A To the extent that the benchmarks that are
bei ng proposed are consistent with interna
measures that we had historically over the years,
woul d say that is tr ue.

Q At the bottom of Page 23 and the top of
Page 24, you discuss the possibility of changi ng
the way the Conpany reports installation data by
excluding vertical features. You use the
phrase -- you indicate that sinply redesigning the
exi sting benchmark woul d not be appropriate because
the Conmi ssion woul d essentially be changi ng the
rules in the mddle of the game.

If Areritech's interpretation of the
installation within 5 days rule; that is, the Part
730 definition, is wong, would you agree that
those rul es woul d not be necessarily changi ng?

A No, | wouldn't. The benchmark that was
established for Alternative Regul ati on was based on
a nmeasure that was in place in the 1990-1992 tine
frame. The nethod of cal cul ati on was consi st ent
then with as it is being used now which is the

i nclusion of those vertical services.
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To the extent the Conpany agreed that
was an appropriate benchmark for the first Alt Reg
proceedi ng, they would be changing the rules here
as we change the cal cul ati on net hodol ogy wi t hout
changi ng the benchmar k

Q Is it your testinony that the Staff knew
you were including vertical features in the
Conpany's conmputation of that neasure in the
early nineties?

A | can't conmment on that.

Q At the bottom of Page 24, you comment on
Ms. Terkeurst's proposal that sonme of the
benchmar ks shoul d be based on Aneritech's single
best year performance. Do you see that testinony?

A Yes, | do.

Q You indicate a tough year for one neasure
m ght be an easy year for a
di fferent neasure.

Have you specifically exam ned the "best
year" used by Ms. Terkeurst as a performance
standard do determnm ne whether econom c conditions

had been particularly easy or tough or weather had
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been unusual ly easy or tough? Have you made that
speci fic anal ysi s?
And to the extent that your testinony is

generally critical of that recomendation, I'm
saying in general

A VWen | made that statement, | was speaking
in general terns. For exanple, in a nore depressed
econom c clinmate, you wouldn't expect there to be
the nunber of new installation orders or a year
Wi th very extrene weather situations, very rainy,
hum d during the sumrer, that would affect the
annual results as well.
BY MS. LUSSON

Q Have you gone back to | ook at the measures
Ms. Terkeurst is proposing on an individual basis
to determ ne whether or not the performance
standard is particularly harsh given any sort of
econom ¢ conditions or weather patterns that may
have existed in that year?

A Not to that extent.

| | ooked at the neasures that

Ms. Terkeurst proposed and | ooked at the results of
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the preceding five or six years of data. There is
wide variability in al nbst every mneasure.

Q But you didn't exam ne weather conditions
or econom ¢ conditions?

A Not specifically, no.

Q Turning to Page 28 of your surrebutta
testinmony, the top half, second question, you
di scuss the Conpany's opposition to separating
answer time neasurements of residents and business
offices. Do you see that?

A Yes, | do.

Q Wul d you agree that strictly froma
mat hemat i cal standpoint, not disaggregating this
measure could as a result in one custoner class
receiving significantly different service quality
performance fromthe Conpany than the other?

A That woul d be true, yes.

Q So in fact, the Conpany could nmeet a
measure as the Conpany's proposed for this -- for
answer time and have significant variations between
the answer tinme for business custoners and

residential custoners?
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A It could be. | think the Conpany's
opposition to not conbining the measure is the fact
you woul d essentially be paying double penalties
for business office neasures.

If the nmeasures were di saggregated and
measured separately, then we propose the penalties
woul d be |ikewi se split as well

Q If you could turn to Page 30 of your
surrebuttal testinony where there is a brief
di scussion of internal objectives. You indicate
the use of internal objectives is to stretch the
capabilities of our enployees and these objectives
are often set at extrenely difficult levels. Do
you see that?

A Yes, | see that.

Q VWho in the Conpany or what group determ nes
what | evel the internal benchrmark shoul d be set at?

A Typi cal |l y, each organization defines their
own obj ecti ves.

Q And when doi ng so, does the organization
pi ck a benchmark that they know they cannot neet?

A Not purposely. | think the benchmark
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pi cked woul d be an optinmal point of where the
Conpany woul d hope to get to.

Q So your testinmony is not that the interna
benchmar ks are inpossible to achieve?

A They woul d depend on the benchmark. In
sone cases, the objective would be attainable with
some degree of effort. |In other cases, although
it's a desired | evel of performance, realistically,
the Conpany woul d probably not get there in that
particul ar year.

Q Wul d you agree that all interna
benchmarks that the Conpany has in place are
attainable if the Conpany nakes the decision to
apportion the necessary resources and enpl oyee
force to achieve those |evel s?

A | would assune, given unlimted resources
and opti mal weather conditions and in a perfect
world, certainly, anything is attainable.

Q It's not your testinony that it has to be a
perfect world to achi eve those internal benchmarks,
isit?

A It would depend on the benchmark
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Q Is it your testinony that the Conpany has
never met any of its internal benchnarks
established for any service quality criteria
measured by the Company?

A No, it's not.

Q Turning to Page 32 of your surrebuttal

pl ease. You discuss the cellular tel ephone | oaner

progr anf?
A Yes.
Q Is it correct that that would only be nmade

avai |l abl e for custoners experienci ng outages and
not for custoners experiencing installation del ays
beyond 5 days?

A That is correct.

Q And then you indicate what the restrictions
are in the mddle of Page 32. You say that if the
customer has alternative working service at that
prem ses, no cellular phone would be offered. What
does that nean in terns of alternative working
servi ces?

A If the custonmer has an additional |ine

wor ki ng at their prem ses
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Q You're not saying if the customer happens
to own a cell phone, they woul dn't get one fromthe
Company?

A No.

Q Again, with respect to your cellular |oan
program Page 33, you make an anal ogy in discussing
the fact that the Conpany is not proposing the
cellular loan programfor installation. You nmake
an anal ogy to what you call the purchase of another
critical household item the car. You indicate
that no | oaner car is provided to custoners when
the car they ordered can't inmediately be
delivered; is that your conparison?

A. Yes, it is.

Q Whul d you agree that when an individual is
purchasing a car, they have many alternatives in
the Chi cagol and area; for example, in terns of
where they can go to purchase a car?

A Yes.

Q In terns of getting a land-1line access |line
installed in their residence, custoners have one

pl ace to go, Aneritech Illinois?
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A It would depend on the area, but the
choices are certainly limted, yes.

Q Page 39 of your testinobny. 1Is it correct
then that Ameritech will be paying a
$30 nmillion penalty for failure to meet OCS greater
than 24 hours during this year?

A Yes, in fact, that amount is bei ng credited
on custoner bills this nonth.

Q Turning to Page 40 of your surrebutta
testinmony, you provide various scenarios in
exam ning Ms. Terkeurst proposed penalty str ucture.
Do you see that testinony?

A Yes, | do.

Q Whul d you agree, generally, that if the
Conpany conplies with the standards as proposed by
Ms. Terkeurst, the Conpany will not pay out a
singl e dollar?

A No. To the extent that there are credits
given to custoners for mssed appoi ntnents or
m ssed installations, even if they were to neet the
benchmark, they would still make those paynents.

Q Excl udi ng custoner credits?
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A Excl udi ng those, that is true.

Q Turning your attention to
Exhibit 12.12. If you look at the line indicating
percentage installation within five days, and for
an assunption, there is a Footnote A That
footnote says, GCl's proposal all vertical services
fromthis nmeasure. No 1999 data was collected in
this manner.” Do you see that?

A Yes, | do.

Q Is it your testinmony that the Conpany does
not track these installations or did not track that
installation performance in 19997

A W did not neasure those installations
within 5 days as proposed by Ms. Terkeurst's
testi nony.

Q How did you come up with the 9 percent
rough esti mate?

A Fol | owi ng di scussi ons we had with the
Commi ssion Staff |ast summer and fall, we have been
provi di ng them weekly updates of,
for exanple, field visits installations within

5 days whi ch is basically all new access |ines or
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di al -tone services. That has been running in the
upper eighties since that tinme.

Q But it is your testinony that the
installation of access lines is included within the
measure of installation within 5 days, right?

A Clearly.

Q. So when you say no 1999 data was coll ected
in this manner, | guess |'m having trouble
under st andi ng why that is the case.

A The data that was collected during 1999
included data for vertical service orders as well.

Q But in terns of -- isn't it true that
installation of access lines is a conmponent within
that overall cal cul ation?

A Yes, it is, but it wasn't tracked
separately fromthat. 1 can't go back and recast
1999 data perfectly without vertical services.

Q At Page 42 of your testinony, the mddle of
the page, you indicate that it is highly unlikely
that any tel ephone conpany in the country perforns
at these levels. Have you conducted any specific

study of LECs in the United States to determne
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whet her they performat the levels you list on your
Exhibit 12.14?

A Not specifically. It's just from
experi ence.

Q And in your work experience, have you been

an enployee of Illinois Bell throughout your
career?
A | have been with Il linois Bell or Aneritech

Illinois for twenty-one years. Prior to that, I
spent two years with GIE

Q What state was GIE?

A I11inois.

Q At the bottom of Page 42, you indicate with
respect to the methodol ogy in which service quality
i s measured outside the price cap?

A Yes.

Q Wul d you agree that the $13 m Ilion |evel
is subject to reduction dependent upon the
Conpany's recl assification of services as
competitive?

A It is certainly tied to the | evel but not

directly.
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Q On Page 4 of your rebuttal testinony, you
reference data for average out of service repair
intervals. You indicate that out of service repair
intervals for Areritech were generally consistent
with or better than industry norns?

A Yes.

Q Did you performa specific analysis to
det erm ne how t hose other conpanies listed in the
data cal cul ated their out of service neasure?

A No, | did not.

Q Page 7, let nme direct your attention to the
m ddl e of the page. You indicate sone
unanticipated retirenent of network personnel. Can
you expl ain why they were unantici pated?

A I think there i s always attrition in
managenent enpl oyees. | think the |evel of
attrition that actually occurred in 1999 is
significantly higher than the Conpany had forecast.

Q So the fact that they were, as you call it,
unantici pated, was due to a forecasting error in
your opini on?

A The Conpany underestimated the nunber of
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managers.

Q Did it have anything to do with the nerger?

A No, it did not.

Q Coi ncidental that it happened in 1999, the
same year as the nerger?

A | think it was nore the affects of the
change in pension plans and cal cul ati ons of the
| unp sum

Q And turning your attention to the bottom of
the page where you di scuss DSL installations.

First of all, are DSL installations included within
the Conpany's mneasure of installation within 5
days?

A No, they are not.

Q At the bottom of Page 13 of your rebuttal,
it talks about the Conmpany's cables. If you know,
what percentage are
pl astic-insullated cabl es?

A | don't know for fact.

Q On Page 16 of your rebuttal, towards the
bottom of the page, you discuss nonthly data

showi ng service quality generally inproving over
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the termof the plan. You discuss total nonthly
m sses per year. Do you see that?

A Yes, | do.

Q Whul d you agree that just |ooking at
whet her a service quality nmeasure is m ssed doesn't
reflect how badly it was m ssed?

A That is true

Q And woul d you agree that in order to make a
concl usi on about whet her or not service quality was
better in one year as opposed to another, when
| ooking at nonthly data, you would need to conpare
the degree the neasurenent was nissed before
det er mi ni ng whet her one year was better than he
ot her?

A I think that is true, but the annua
nmeasures the Conpany reports to the Comm ssion
aren't averages of nonthly results. They are
actually wei ghted averages. For exanple, if an out
of service occurred in August or July with very
heavy volume, it's obvious the results of that
mont h woul d be wei ghted nore heavily than January

or Decenber with very |ight vol une.
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Q To the extent that |ast year the Comm ssion
hel d nmeetings with Areritech due to its concern

about installation delays and outage repair del ays

A Yes.

Q -- would you agree that the degree to which
the Conpany was not mneeting those objectives was of
concern to the Conm ssion and not just the fact
that they were m ssing those objectives?

A Certainly.

Q And turning to Page 18 of your rebutta
testinony where you discuss the Wite Paper, did
that Wiite Paper that you're referring to there
provi de specific definitions of installation orders
and how t hose neasures -- that neasure is conputed?

A They gave general descriptions of what
shoul d be counted and how t he neasure should be
computed. As with all of these nmeasures, there is
still a lot of roomfor subjectivity as far as what
is counted and what is not counted.

Q Ceneral |y speaking, M. Hudzik, in your

opinion, is the threat of the inposition of a
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service quality penalty an incentive to the Conpany
to inprove service quality performance?

A Yes, absolutely.

Q And is the threat of a penalty incentive to
i nprove service quality performance nore of an
incentive than if, in fact, a certain service
quality area did not have a penalty attached
toit?

A Coul d you rephrase that.

Q Let me try it again.

Is they correct then that to the extent
that the threat of an inposition of a penalty is an
incentive for the Conpany to inprove its
per formance, is it also true that there is nore of
an incentive to inprove performance if there is the
threat of a penalty attached to a particul ar
measur ement as opposed to performance for
measurenments in which there isn't a penalty?

A To be honest, | can't think of a part of
the Conpany's service that doesn't have sone sort
of measure of penalty associated with it. To the

extent that there are penalties or revenues in

1852



10

11

12

13

14

15

16

17

18

19

20

21

22

place, | think that is true. 1 can give
an exanpl e.

Q Let nme ask you this. |Is there greater
incentive to inprove performance for one of the
exi sting benchmarks currently than one of interna
measures in which there is no penalty assessed?

A I would think it would depend on the
i nternal neasure.

Q Wuld it be fair to say that the Conpany's
direction of resources and exam nation of
appropriate enpl oyee levels is nore hei ghtened on
service quality neasures where there is a penalty
associated with not neeting that |evel?

A Typically, for exanple, in the case of out
of services over 24, one of the nerger requirenent
penalties was a $30 mllion penalty if you failed
to achieve 5 percent. Cearly, the Commi ssion's
intent was to get the Conpany to hire enough
techni ci ans so they woul d nmake that objective on an
ongoi ng basis. That is exactly what has happened.

Q But the Conmpany did not achieve that in

2000 t hough, correct?
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A They increased staffing significantly since
that time to ensure that it doesn't happen agai n.

Q Can you guarantee, sitting here today, that
the Conpany will neet OCS greater than
24 hours in 2001?

A I can guarantee you that the focus and the
attention of the Conpany is extremely on
out of service over 24 and they will do their
utnost to nmake sure it happens.

Q You can't guarantee the Conpany w ||
achieve it by virtue of the assignnent of a
$30 nmillion penalty?

A I can't guarantee what the weather will be
or any ot her unforeseen events that m ght happen

Q Wuld it be fair to say, to the extent the
Conmi ssion did inpose that additiona
$30 nillion penalty in the merger order, that the
Conpany's intention has been focused on that
measure nore so than it had been prior to the
mer ger order?

A It had al ways been focused on that neasure.

Certainly, the focused has increased.
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Q At Page 34 of your rebuttal testinmony, you
reference the pending service quality rul emaking
proceedi ng. You indicate that the inpact of
service quality problens is not limted to
custonmers of conpanies with alternative regul ati on
pl ans. Do you see that?

A Yes, | do.

Q Yours is the only company within Illinois
that has an AIt Reg plan, correct?

A To ny know edge, that is true.

Q Just to clarify, at the risk of overkill,
Page 34, the bottomhalf of the page, you state,
"I't should be noted the nerger penalty has had the
desired affect.” Wuld you agree that by inposing
that $30 mllion penalty, that the desired affect
of the Comm ssion was for the Conpany to achieve
t hat benchmar k?

A I think the ultimte goal of the Comm ssion
when it inposed that $30 million penalty was for
the Conpany to achieve it and t o make sure they had
a forces in place to do so.

Q Wth respect to your testinony at
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Page 44 of your rebuttal, you discuss nean
installation interval. Are there personnel in the
Conpany who track the Conpany's performance for the
particul ar service quality nmeasures throughout the
nmonth? |In other words, is there an ability to
recogni ze before the end of the nonth, for exanple,
if service on that measure is particularly bad,
that the benchmark will be m ssed?

A For nost neasures, that is true. You can
do m d-nonth nmeasures

Q Turning your attention to installation
repeats and repair repeats at Page 45.

A Yes.

Q You di scuss your feeling that this should
be retained as an internal neasure.

You al so state this neasure and its
associ ated targets are frequently revi sed in order
to address and prioritize the training needs of our
enpl oyees. What would trigger a revision in the
associ ated targets?

A This is an exanpl e of one of the ne asures

that I nentioned that changes criteria as far as
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how it's neasured. Installation repeats are
referred to -- had historically been neasured as
the total nunber of installations that resulted in
a repair call within seven days of conpletion of
that order. Because we wanted to focus on the
quality of the technicians who are doing an
installation, that nmeasure was actually changed for
internal reporting purposes. W only neasured
those orders that had a field techni cian visit
associated with it.

Q Have any of the associated targets or
targets associated with the internal neasures been
revi sed upward, neaning they were increased to be

stricter or to inspire greater perfornmance?

A The neasure becom ng tougher is what you're
aski ng?

Q Yes.

A The internal objective of repai r repeats

have, until a few years ago, been at 12 percent.
It's now at 10. Installation repeats had, at one
time, been 7 percent. They noved down to 5. There

may have been others. Those are two that cone to
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m nd i mredi at el y.

Q

Sois it fair to say that those reductions

were made to hei ghten greater or nore superior

perf ormance on those neasures?

A

Yes.

M5. LUSSON: If | could just have a nonent.

JUDGE CASEY:

Q

Thank you, M. Hudzi k.

M. Heat on.

CROSS EXAM NATI ON

BY

MR HEATON:

Good afternoon.

In your surrebuttal testinony, Exhibit

12.1 marked proprietary, Page 12.

A

Q

Ckay.

| don't believe that I'"mgoing to get into

anyt hing that is actual

ly proprietary.

On Page 12, you claimthat the |oss of

much of Ameritech's work force had an inpact on

Ameritech's service quality performance, correct?

A

Q

Correct.

And by i npact,

you nean it had a negative
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or adverse inpact, correct?

A Correct.

Q In your rebuttal, Ameritech
Exhibit 12.0, Page 7, you claimthat the loss in
work force is due in part to unanticipated
retirements; is that correct?

A That's correct.

Q And isn't it true that Ameritech has nade
the sane assertion to the Conm ssioners |ast fal
in an Qpen Hearing called by the Comm ssioners to
address Ameritech's service quality problens?

A Yes, the assertion being personne
reducti ons.

Q Yes.

A Yes, that is true.

Q And one exanpl e of how service quality has
been adversely inpacted is Areritech's failure to
meet the out of service nmore than 24 hour standard,
correct?

A That is true

Q In fact, throughout the Alt Reg period

except for the year 1999, Anmeritech failed to neet
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that standard, correct?

A That is correct.

Q The At Reg period began Cctober 11th
1994, the date of the order, correct?

A | believe that is correct.

Q In the Alt Reg order, it required t hat the
plan was to continue for 5 years, correct?

A Correct.

Q So during the 5-year period begi nni ng
Cctober 11th, 1994, the period of the Alt Reg pl an
Aneritech has failed to neet the standard every
year except 1999, correct?

A Correct, they did neet it in '99.

Q Isn't it true, 1999 was the year the SBC
merger was pendi ng, correct?

A ‘98, '99.

Q 1999 being one of the years that -- the
only year Ameritech met the service quality
standard, correct?

A That is true.

Q And the nmerger was ultinmately approved in

1999, correct?
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A That is correct.

Q Now, referencing, again, your rebutta
testinmony at Page 7, Aneritech Exhibit 12.0, one of
the primary factors you clai mhas caused
installation and repair problens is that
unantici pated retirenents of network personnel |ed
to a reduction in head count by January of 2000,
correct?

A That is correct.

Q Wul d you agree that there are other
factors that could have resulted in Aneritech's
service quality problens as well?

A Certainly weat her always inpacts service
quality, but the overriding cause of the service
probl enms, in ny opinion, was the head count
reducti on.

Q But you do agree that there could have been
other factors that caused the problens, correct?

A As | nmentioned, weather certainly is a
pl ayer.

Q But you're not restricting that possibility

just to weather and to reduction in head count, are
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you?

A I would point to those two as the prinmary
and with personnel being, by far, the biggest
i mpact .

Q My question is, there could be others? W
know what you think the main problens are, but
there coul d be others?

A In the real mof possibility, there could be
ot hers.

Q Whul dn't you agree that the price cap
regul ation itself may provide incentives that
result in an adverse inpact of quality
phone service?

A | would not agree.

Q You woul d not.

Wul d you agree that price cap
regul ation could provide an incentive for Ameritech
to reduce expenditure in certain areas while
seeking to maximze its inconme?

A No, | would it would provide an incentive
for Areritech to becone as efficient as possible

but not at the expense of service.
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Q Profit don't cone into play then?

A Clearly, at corporate levels, profits are
al ways inportant. |[|'m speak as a network
representative dealing with the service quality
i ssues on a day-to-day basis. The corporate
profit, bottomine, is not nmy or was not ny
overridi ng concern

Q It was service quality?

A Yes.

Q You are aware that M. Gephardt has stated
that Aneritech intentionally failed to hire
sufficient -- strike that.

I will wthdraw that question

Wul d you agree that the Comm ssion
when they issued the AIt Reg order, recognized the
potential negative affects on service quality of
the Alt Reg Pl an?

A | believe that is the basis for instituting
the service quality measures.

Q Whul dn't you agree that the Conm ssion
further recognized that this was especially true

for residential services?
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A I"mnot that know edgeabl e about the
ori ginal order.

Q I s anot her exanple of a factor that could
result in Aneritech Illinois' service quality
probl enms be the pressure to reduce costs after the
SBC/ Aneritech nerger cl osed?

A | saw no evidence of that whatsoever

Q Agai n, the question, couldn't that have
been a factor?

A In theoretical terns, hypothetical terns,
yes. In ny know edge, no.

Q Isn't it true that pressure to reduce costs
after the nerger could have resulted in reduction
in the nunber of enpl oyees throughout the Ameritech
net wor k organi zati on?

A Agai n, hypothetically, yes, but not to ny
experi ence.

Q In your experience, is it common that there

is pressure to reduce costs after closing of a

mer ger ?
A This is the first merger | have been
involved in. | couldn't conment.
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(Wher eupon, there was a change
of reporters.)

Q Well, didn't a reduction in the nunber of
enpl oyees in Aneritech's network organization
actually occur after the nerger closed?

A I think the reduction in enployees was --
the decline fromearlier in 1999 continued after
the nerger really -- and, again, the effects of
that were nore having to do with retention effects
that were taking place at the end of 1999.

Q | understand what you believe the causes
are, but the question I"'masking is: Ddn't a
reduction in the nunber of enployees in Aneritech's
networ k organi zati on occur after the nmerger closed,
yes or no?

A | believe that's true

Q Reduction in Aneritech's network personne
was due in part to retirenments, correct?

A large part.
And in part to resignations, right?

To a | esser extent.

o » O >

And in part to maybe even a | esser extent
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was termnations as wel |l ?

A

Q

As is the case in nmany situations.

Now, as you st ated,

t hose t hat

A.

Q

sorry.

May 10t h, 1998,

A

of 1999.

MR HEATON: Can |

JUDGE CASEY:

Cor

That's true after

a substanti al

left were due to retirenents, r

rect.

May 10t h, 1998 -

That's true for those that retired

I think that

correct?

it was true up unti

have one nonent.

Sur e.

W're off the record.

nunber of

i ght ?

- 1I'm

after

the end

(Di scussion off the record.)

JUDGE CASEY: W're back on the record.

MR HEATON: Q Now, going back to -- |

to back up a mnute.

A substanti al

Ameritech Illinois after
correct.

A Yes.

Q M. Hudzik -- may I

May 10t h, 1998, r

appr oach, your

''m goi ng

nunber of those that |eft

etired,

Honor ?
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And I'mnot sure where we are at as far as exhibit
nunbers. | think we're at --

JUDGE MORAN: We're on 38. You are marking
sonet hi ng?

MR HEATON: Yes. | am narking this docunent
Hudzi k Cross Exhi bit 38.

JUDGE MORAN:  And that's Cook County?

MR HEATON. Let's call it SAO Hudzi k Cross
Exhi bit 38.

(Wher eupon, SAO Hudzi k Cross

Exhi bit No. 38 was

mar ked for identification.)
JUDGE CASEY: We're off the record a second.

(Di scussion off the record.)

JUDGE CASEY: We're back on the record.

MR, HEATON: |'ve handed the court reporter and
counsel a copy of a document, one page of which
I"ve | abel ed SAO Hudzi k Cross No. 38. And that --
I"mgoing to refer those of you who have copi es of
several docunents, one of which is this exhibit,
I"mgoing to refer you to data request response No.

241.
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Q M. Hudzi k, have you seen this docunent
bef ore?

A No, | have not.

Q You have not.

Can you tell what this document is?

A In general terns | can, yes.

Q And woul d you agree that this is a copy of
a response propounded by Aneritech in response to a
data request by Cook County State's Attorney's
of fice?

A Yes, | would

JUDGE MORAN: That's what it appears to be,
right?

THE WTNESS: Correct.

MR, HEATON: | don't think counsel is going to
be objecting on authenticity --

MR, KERBER No. This is the response to this
questi on.

MR HEATON: Q Can | direct your attention to
the table at the bottom Below the table it says
"total 364."

That represents the nunber of enployees
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who retired since May 10th, 1998, correct.

A Correct.

Q And if you look in the tables, can you
count five rows down, it says "enhanced pension”
and "retirenment dash vol 56"?

A Yes, | see it.

Q That means that 56 of those 364 enpl oyees
who retired in 1998 did so pursuant to an enhanced
pension and retirement plan; is that correct?

MR KERBER |'mgoing to object. You may have
just msread it. Just for clarity, the data go
through, as it states, 1/31/2001. This would be
fromMy 10th, '98, up through January 31st of
2001. It's not specific to the year 1998.

MR HEATON: Q kay. Let me direct your
attention to the second to the |ast sentence under
the response. It says, Wthout waiving that
objection, the following are the nunber s of network
servi ces managenent enpl oyees working in Illinois
that have retired since May 10th, 1998, and then it
says in parentheses, Data as of 1/31/2001, correct.

A Correct. | would --
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Q Are you sure that doesn't mean -- is it
possible this is a typo and it's not 2000,

1/ 31/ 20007

MR, KERBER  No, because when you asked for the
-- when you asked for the data since May 10th of
'98, we took that to be, you know, up to as current
as you have, and that was the nost current nunber
we had when the answer went out. So we took it all
the way up to, you know, whatever we had avail abl e
when it went out.

MR HEATON: Q GCkay. Anyway, since May 10th,
1998 -- and that's the date of the agreenment plan
and nerger between SBC and Aneritech -- 364 people
have retired; is that correct.

A Correct.

Q 56 of those people have retired pursuant to
an enhanced pension and retirenment plan, correct?

A Yes. They woul d have been at the very end
of the year 2000.

Q Now, the enhanced protection retirenent
program are you famliar with that?

A The enhanced retirenent, yes, | am
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Q That provides for an additional five years
of age and five years of service applied to al
calcul ations for eligible enployees, correct?

A To eligible empl oyees, correct.

Q And based on your understanding of EPR --
strike that |ast question

Is it fair to characterize the enhanced
pension retirenent plan as an early retirenent
option?

A In some cases but not all. It would depend
on the particular organization. Each organization
had different levels at which they would nmake
enpl oyees eligible for this program

Q But for the 56 enpl oyees referenced here
woul d you characterize it as an early retirement
option?

A No. In fact, for the 56 enpl oyees here,
because this is restricted to network services,
network services had very stringent eligibility
requi rements, and those enployees in general had to
have al ready over 30 years' service to even be

eligible for it. So they would have been
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retirement eligible even without this program
This sinply enhanced their pension nore than it
woul d have been ot herwi se.

Q kay. The enpl oyees who were al ready going
toretire were already at retirement age?

A Ri ght .

Q The EPR coul d be characterized to those
enpl oyees as an early retirenent option, correct?

A Sure. If I'"ma network manager and | have
32 years' service and | was planning on working for
a couple nore years, this would certainly be an
i nducenment to get me to retire.

Q M. Hudzik, 1'"mgoing to refer you to
Areritech Illinois' response to Chairnman Mathi as’
data request that Aneritech subnmitted to the
chai rman on Septenber 28, 2000. This is found in
& Exhibit 2.2. That's a very thick docunment, and
sol didn't bring --

A VWhat was the question in that data request?

Q The data request | was just talking to you
about ?

A Yeah, the specific question within the
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Mat hi as data request.

Q | haven't gotten to that yet.

This is Charlotte TerKuerst's -- it
G&Cl Exhibit 202 TerKuerst, but the Mthias data
request is at the end.

JUDGE MORAN: 2.2 is her direct?

MR, HEATON: Yes, it was direct testinony of
Charl otte TerKuerst.

JUDGE CASEY: Are you there?

THE WTNESS: | have that data request.

JUDGE CASEY: (Question?

MR, HEATON: Q Have you found the docunent
within --

A | have that docunent.

Q Do you recogni ze this docunent?

A Yes, | do.

Q And did you prepare or supervise the
preparation of sone of Ameritech's responses in
thi s docunent ?

A Sone of the responses, yes.

Q Have you had an opportunity to reviewt

docunent in preparation for cross-exam nation?

's

he
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A Yes, | have.

Q As it appears in Mss TerKuerst's
testinony, does it appear to be substantially the
same condition as it appeared when you first saw
it?

A Yes, it does.

Q And this docunment was prepared in response
to Chairman Mathias' data request to Ameritech
correct?

A Correct.

Q Now, generally in this response in this
document, Ameritech describes sonme of the service
quality problens that it experienced in recent
years, correct?

A That's true.

Q It al so describes some head count changes
in Areritech's network organi zation, correct?

A Correct.

JUDGE MORAN:  You know, M. Heaton, |'mj ust
thinking that is not testinmony -- | mean, that's
not evidence in this case yet. M ss TerKuerst has

not testified yet, so that has not been admtted
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into the record. So you may have to have that
mar ked as an exhibit, as a cross exhibit.

You' ve |aid the foundation well, but the
problemis you can't rely on the fact that it's
evidence. It would have been if Mss TerKuerst had
already testified.

MR, KERBER  Actually, if | could just add, it
is attached to Mss TerKuerst's testinmony as
foundation material for the opini ons and

concl usi ons that she draws out, so even in that

context -- | nmean, it's there to the -- it is
evidence -- if you assune that her testinony
al ready been admitted, it still is --

JUDGE MORAN: We don't knowif that will be part
of what's admitted --

MR KERBER Right. But even if it were, it
woul d be supporting material, not necessarily
evidence inits own right. So just if there are
parts of this that are going to be exhibits, |
woul d just also ask that they be marked --

JUDGE MORAN:  -- you can't have --

MR, KERBER  Well, unless there's just stuff in
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here that he intends to ask M. Hudzi k about
wi t hout putting the docunments in. | nean, if --

JUDGE MORAN: I n that case you need nore
foundati on because then you're not going to have a
docunent that's part of the record. So you need
nore -- much nmore work

MR, HEATON: For right nowthen, I will mark it
as Cook County SAO Hudzi k Cross Exhibit No. 39.

MR KERBER | don't want to be difficult, but
could we do it sort of piece by piece as it cones
in? Because this is about an inch and a half thick

docunent or thereabouts which discusses different

things, and there's every likelihood that he'll ask
questions about sonme part but not others. | nean,
they are -- it's broken up into individual

questions and i ndivi dual responses each on vari ous
di fferent subjects.

MR, HEATON: Actually, it was subnmitted to the
Conmi ssion by Ameritech in one docunent. They
split up -- they reprinted the data request of the
commi ssi oner and then had the answer to each part

of that data request underneath it, but they
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subm tted it as one docunent.

MR, KERBER: M concern is if he's going to
cross M. Hudzik on it that -- you know, |'m sure
there are lots of relevant questions that can be
asked about the stuff that is in here, but, again,
it's a very large docunent and if he's asked
speci fic questions about, let's say, a paragraph on
the third page, that doesn't have very much to say
about the rel evance or anything el se about the
adm ssibility of the |last paragraph on the 78th
page.

JUDGE MORAN:  Ckay.

MR. KERBER  Because | just want to guard nyself
agai nst having a large volume of material cone in
wi t hout any foundation or cross questions that are
specific to the subject matter of the material

JUDGE MORAN:  Ri ght .

Do you have f oundati on questions on
whi ch you're putting to M. Hudzik?

MR, HEATON: Yeah. | think |I've already begun
but why don't | just proceed, ask the questions,

mark the exhibit.
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JUDGE MORAN: We're marking it for

identification as 39, is that it? GCkay. Do you

have a copy of that available for M. Hudzi k?
(Wher eupon, SAO Hudzi k Cross
Exhi bit No. 39 was
mar ked for identification.)

MR, HEATON: M. Hudzik has a copy. Do the
heari ng exam ners have copi es?

JUDGE MORAN: | don't. It's in our room

JUDGE CASEY: Just ask your questions,

M. Heat on.

MR HEATON: Q Particularly, part of this
response described the reductions in head count
during the sane -- during the alternative
regul ation period, correct.

A Yes, | believe that's included.

Q Now, referring you to Ameritech's respo
under the general heading, Counter intuitive
reduction in field personnel, and unfortunately
this isn't -- there are no page nunbers to this
docunent so if you | ook on the same page as

footnote 1 --

nse
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A. Ckay.

Q -- it's following --

JUDGE CASEY: Wat's the question? Just pose
the questi on.

MR HEATON: Q Now, in the first full paragraph
the response states: No network managenent

positions were elimnated in 1999 as a result of

the change in control, i.e., the nerger
MR KERBER Hold on. | thought I had it, but I
didn't.

MR, HEATON: The question that this was in
response to starts on the sane page as footnote 1,
and then the specific |language I'm --

MR KERBER Ch, in the --

MR, HEATON: The specific language |'mreferring
to starts on the sane page as footnote 2 just up
above -- this is after the subheadi ng,
Nonmanagenent enpl oyees.

JUDGE CASEY: Does this data request response
contain information which is contrary to what
M. Hudzi k has already testified to?

MR, HEATON: That's sonething that | coul dn't
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answer unless |I'mallowed to question M. Hudzik

JUDGE CASEY: No, that's not the case. Ask him

a question. If the answer to the question

S

different fromwhat's in their data response, then

you can use that docunment to inpeach

JUDGE MORAN:  You don't use the witness t

0 put

in stuff that you wanted to put in on your direct.

VMR HEATON: Well, to the extent that
M. Hudzik's testinony and this data request

provide -- make adm ssions providing -- and

provi de

certain data yet omt other data that should be

included to get a full idea of what the fact

S - -

the true facts are, yes, it could be construed to

be contrary to testinony.

JUDGE CASEY: |I'mtrying to find out then what

he omitted in his testinony, because isn't t
what we should ask himfirst?

JUDCGE MORAN:  Yes.

hat

MR HEATON: Q In your testinony -- okay.

In data request 241, your response, it

i ndi cates that six network managers retired

pursuant to the company's change in contro

pl an,
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correct, and that would be by referencing the

asterisked lines in the table, correct.

A Correct.
Q In the chairman's response, it says -- or
inyour -- in Areritech's response to the chairnman

it says: No network managenent positions were
elimnated in 1999 as a result of the change in
control

Do you agree with that statenent?

MR KERBER |I'msorry. Could | have the
question read back.

(Record read as requested. )

MR KERBER |'Il just object because he m sread
it. It's no network nonmanagenent positions were
el i m nat ed.

MR HEATON: No, it isn't, and there is another
part --

MR, KERBER Hold on. Maybe we're not | ooking
at the same thing. | don't want to -- but I'm
| ooking at the words 1've got in front of me. Let
me show you what |I'm | ooking at, and you tell ne

what you're | ooking at.
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MR, HEATON: |s that what you're |ooking at?
MR KERBER Now |I've got it, yeah. | was just
on the wong -- we're there.
MR HEATON. Q | knowit's difficult to follow
because it isn't paginated, but -- okay.
Do you agree with the statenent in
Ameritech's response to the chairman that no

net wor k managenent positions were elimnated in

1999 as a result of the change in control, i.e.,
t he nerger.

A That no positions were elimnated in 1999,
| agree.

Q And right underneath the next paragraph
down, |ast sentence, the decisions by sonme net work
enpl oyees to retire in 1999 notw thstandi ng t hese
efforts were not within the control of either
Ameritech or SBC.

Do you agree with that statenent?

A Yes, | do.

Q | just asked you sone questions about
enhanced retirenment plans.

A Sur e.
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Q Whul dn't you agree that to the extent
enpl oyees retire earlier than they woul d have
because they were offered an incentive by the

conmpany the conpany does, in fact, exercise

control ?
MR, KERBER |1'mgoing to object to the
question. It's assunming facts not in evidence.

M. Hudzik specifically testified that the EPR
retirements all would have been in [ate 2000, and
now M. Hudzik is referring back to a statemnent
that is specifically couched in termnms of
retirements in 1999.

MR, HEATON: The data request refers to all of
those that retired since May 10th, 1999 -- 1998
t hrough January 31st, 2001

MR, KERBER Right. You asked about the
EPR -- we can have that question and answer read
back if you want to go back, but |I'mpretty sure
M. Hudzik said that all of the EPR retirenments

were in |ate 2000.

MR, HEATON: It doesn't matter what -- |'m going

to repeat the question
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Q The question |I'm asking is not dependent on
the actual nunber of 56 people that retired in
2000. The question |I asked sinmply was: Isn't it
true that to the extent a conpany offers enhanced
or early retirement options to its enpl oyees and
based on that offer the enpl oyee | eaves the conpany
earlier than it would have, wouldn't that be
considered -- wouldn't you then consider that that
conmpany does exerci se some control over those
enpl oyees' decisions to retire?

MR, KERBER  (kay. Let ne make sure
understand --

JUDGE MORAN: It appears --

MR KERBER -- because we were on the statenent
in the Mathias data request that was specific to
1999. So if we're off that now and you're just
asking in general if the EPRis sonething within
the control of the company, then | don't have a
problemw th it.

JUDGE CASEY: M. Kerber, | think it was pretty
clear that it was a theoretical question

MR KERBER | was just confused because we were
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JUDGE CASEY: From a theoretical perspective,
M. Hudzi k.

THE WTNESS: From a theoretical perspective
that's true, but to clarify --

JUDGE CASEY: No need to clarify. It's true in
t heory.

MR HEATON: At this point 1'd like to nove to
admt Cook County SAO Hudzi k Cross Exhibit 38.
That's the response -- Ameritech's response to data
request 241.

MR. KERBER No objection to 38

JUDGE CASEY: It's clear that 238 then -- excuse
me, that CGross Exhibit 38 then is |limted to data
request 241 and its response.

MR HEATON:  Yes.

JUDGE CASEY: M. Heat on, the remining data
requests that were attached to that group will be
del et ed?

MR, HEATON: At this point they're not in
evidence. | just gave the court reporter a copy of

one singl e page.
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JUDGE CASEY: It will be admtted.

(Wher eupon, SAO Hudzi k Cross
Exhi bit No. 38 was
admtted i nto evidence.)

MR HEATON: Q M. Hudzik, do you know if any
net wor k managenent positions were elimnated as a
result of the change in control plan in 1998.

A 1998, none that |I'm aware of.

Q How about the year 20007

A Again, not that |I'maware of.

Q Didn't you state -- let me knowif |I'm not
under standi ng you correctly. Didn't you state
earlier that you thought that those -- the six
managers listed and identified by asterisks in the
tabl e on SAO Hudzi k Exhibit 38 retired in the
latter part of this period which would include year

2000, right?

A That's correct. The only caveat | would
put on that -- and, again, | don't know all the
bases to this table -- but nmy assunption would be

that the second and third |lines, there are three

and two counts respectively, CRslash CICis
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referring to corporate resource which would be
upper managenent of the corporation which has a
separate separation package.
Q They had a separate separation package?
A As a corporate resource, they had a
di fferent separation package.
Q They did | eave pursuant to the change in

control plan, correct? And by change in contro

pl an you mean because of the nerger their positions

were elimnated because they were duplicative
correct?

A As a corporate resource, they had the
option under the change in control situation to
| eave regardl ess of whether their position was
elimnated or not.

Q Wbul d you consider an offer of early
retirement or an enhanced pension retirenent
benefit package to be considered an incentive for
an enpl oyee to retire?

A Yes, | woul d.

Q Are you famliar with supplenental incone

protection programoffered by Anmeritech?
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A For nonmanagenent enpl oyees to a far |esser
degree, but in general

Q Whul dn't an offer of a supplenmental incone
protection program benefit package be considered an
incentive for an enployee to | eave the conpany?

A I've never heard it used in those terns,
and, again, |I'mnot that know edgeabl e about the
programto speak to that.

Q Have you ever had a chance to reviewthe
col l ective bargai ning agreenments that describe
this?

A As a field manager, | use the collective
bargai ning agreenents all the tinme, and in the
context of having consolidated control centers at
one point, sone of those which were eligible to
receive the SIP program |'maware of it. But as
far as the details of when it kicks in or what the
benefits are, I"'mnot aware of it.

Q But you've reviewed it and you at -- you
may not renenber right now, but you' ve reviewed
t hese contracts?

A I know the basis of why it's there.
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Q If I showed you a copy of the collective
bar gai ni ng agreement, could that refresh your
recol | ection?

A Again, it's not a part of the contract |
ever paid a lot of attention to, so | would be
reading it really for the first tine. I[t's not a
matter of recollection

Q Isn't it true that the SIPPs were offered
specifically to network technicians such as
el ectrical workers and conmmuni cations workers i n
the period from 1998 through and 19997

A | couldn't say for sure.

Q Whul d you preclude that possibility based
on your know edge?

A Il wouldn't rule it out, but, again, | have
no know edge directly of it.

Q Ri ght .

Now |' m mar ki ng a document as SAO Hudzi k
Cross No. 40, and I'mgoing to give a copy to the
court reporter. And the hearing exam ners and
counsel already has a copy of this. It's in the

same packet. And this docunment -- this is in
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reference to No. 259, data request 259.
(Wher eupon, SAO Hudzi k Cross
Exhi bit No. 40 was
mar ked for identification.)
MR KERBER Is this 407
MR HEATON: Yeah, | believe this is No. 40.
That's how | marked it.

Q Have you ever seen this docunment before,

M. Hudzi k?
A Yes, | have.
Q It's Aneritech's response to our data

request No. 259, correct?

A Correct.

Q Can you read the response, please, just the
first paragraph.

A Sure. Al enployees were treated under the
terns of the respective collective bargaining
agreenments when appl icable. The terms of such
agreenments coul d provide the enpl oyees referenced
above to additional conpensation such as Sl PP when
required.

Q At the bottomof this page, it nakes a
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reference to the Anmeritech and the | BEWslash CWA
agreenents, correct?

A Correct.

Q Those are the uni ons?

A Correct.

Q Isn't it true that in 1998 or 1999 the
conmpany did, in fact, provide enpl oyees referenced
in the data request additional compensation such as
SI PP?

A Again, as | nentioned before, | don't have
any direct know edge of that.

Q Now, I'mgoing to mark a docunment as SAO
Hudzi k Cross Exhibit 41. | amgiving a copy of the
docunent to the court reporter, and I'mproviding a
copy of another group of docunents to the hearing
exam ners. These docunents -- and |I'mgiving one
to counsel

(Wher eupon, SAO Cross Hudzi k

Exhi bit No. 41 was

mar ked for identification.)
MR HEATON: 1'mgoing to ask the witness to

turn again to No. 259.
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Now, at this point, I'mgoing to note
that this was a suppl enentary response to the sane
data request that Aneritech provided on
February 14th, 2001, and | think counsel wll
stipulate to that.

MR KERBER It is.

MR, HEATON: So this is an additional response
to the original question 259.

Q M. Hudzi k, could you please read the
response?

A To the extent required by its collective
bar gai ni ng agreenents, the conpany did offer
appropri ate packages, bonus paynents, and/or
incentive to enpl oyees who | eft the conpany during
these time franes

VMR HEATON: At this time, 1'd like to nove to

admt into evidence SAO Hudzi k Cross Exhibits 39

and 40.

MR KERBER | think it's 40 and 41 becaus e we
had the --

MR, HEATON: |I'msorry, 40 and 41.

MR, KERBER |'mgoing to object on the grounds
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that this is not proper inpeachnent. It's not
contrary to anything that M. Hudzik has testified
to.

Essentially, these docunents say that to
the extent that I BEWor CWM nenbers were entitled
to benefits according to their collective
bar gai ni ng agreenent, they got them and M. Hudzik
has not testified anywhere that that wasn't the
case. | mean, he's never addressed in his
testi nmony whet her sonebody sonmehow woul dn't have
gotten sonet hi ng ot herw se avail able to them under
their agreement.

MR, HEATON: In response, I'd first say that
this doesn't necessarily have to be admtted on the
basis of inpeachnment. |It's a party adm ssion
It's relevant to the testinony that this wtness
has provided as far as head count.

The witness has stated that one of the
mai n reasons that caused -- that there were service
probl ems was because an unforeseen reducti on in the
Ameritech's work force. These |ast few docunents

have shown that not just were they not unforeseen
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I mean, these are incentives that were offered to
enpl oyees. | nean, not only --

MR KERBER I'Il tell you what. | object to
the characterizati on because | think what they show
is that there was sone normal attrition pursuant to
the ternms of the collective bargai ning agreenents,
but to the limted extent that normal attrition is
relevant, | don't have an obj ection.

JUDGE CASEY: The exhibits will be admtted.

(Wher eupon, SAO Hudzi k Cross
Exhi bit Nos. 40 and 41 were
admtted int o evidence.)

JUDGE MORAN: Do you have further cross,

M. Heat on?

MR HEATON:  Yes.

Q M. Hudzi k, 1'mgoing ask you a couple nore
questions about these SIPPs, and to the extent you
can't answer it, that's fine. | understand you're
not necessarily an expert on Sl PPs.

Based on your know edge of the conpany's
col l ective bargai ning agreenents, isn't is true

that the decision to offer SIPPs was strictly
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wi thin the conpany's discretion?

A | believe that's true.

Q Isn't it true that these benefits packages,
these early -- the EPRs and the SIPPs were offered
during the sane tinme period that Aneritech was
under goi ng service quality probl ens?

MR KERBER 1'd object with respect to EPR
again, based on M. Hudzik's earlier testinony that
those retirenents all occurred very late in 2000.

MR HEATON: Well, certainly the evidence shows
that there were service quality problenms up to and
t hr ough 2000.

JUDGE MORAN:  Wat is the question again?

MR KERBER M. Hudzi k can answer the question.

JUDGE CASEY: M question, when you say service
problem do you nean problens that fell bel ow
benchmarks? Because there was an outage once.

MR, HEATON: Let ne withdraw the question.

Q M. Hudzik, isn't it true that the conpany
recogni zed that they were going to run into
probl ems nmeeting service quality objectives by fall

19997
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A They knew by fall of 1999 that the
attrition was going to be higher than expected, and
they started the hiring efforts. | don't think
they expected the service qualities that foll owed
suit in 2000.

Q I"mgoing to nove on to a di fferent area

Isn't it true that prior to the closing
of the SBC Aneritech nmerger, SBC and Aneritech
admtted that to reduce costs beyond what coul d be
achi eved by merger efficiencies Aneritech likely
woul d be pressured to significantly reduce the
nunber of enpl oyees throughout the organization?

A Not that I'm aware of.

Q Wuld you -- based on your know edge, can
you testify that this statenment was not nade by
Anmeritech?

A Can | testify that it was not made?

Q Do you know that this is contrary to your
under st andi ng?

A It is contrary to ny understanding of the
expectations follow ng the mnerger

Q Were you involved at all in I CC Docket
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98- 0555, which was the SBC Ameritech merger docket?

A Not directly, no.

Q Are you famliar with M. Harris?

A No, |'m not.

Q On Page 7 of your rebuttal testinony again,
on this page you describe the installation and
repair problens; is that correct?

A That's correct.

Q And you said around the middle of the page
that the problens were caused by a nunber of
factors?

A Correct.

Q And aside fromt he retirements we've just
been di scussi ng, sonme of those other problens you

cite are a 5 percent increase in dispatched orders,

correct?
A Correct.
Q. Now, dispatched orders require nmore work

time than plain old tel ephone service orders,
correct?
A Di spatched orders woul d be a subset of

plain old tel ephone service or ders. D spatched
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orders sinply nmeans that a technician was required
to make a field visit.

Q Al right. At the bottom of the Page 7 you
say: For exanple, DSL orders grew substantially
from 1999 to 20007

A Correct.

Q Those orders -- couple lines further you
say: Those orders require far nore work on average
than plain old tel ephone service orders, correct?

A Correct.

Q So are you saying that DSL is not something
that requires a di spatched order?

A Typically it does require a dispatched
order. Wat | was showi ng was not only was the
vol une of orders increasing but the complexity of
those orders that were going out was al so
i ncreasing which was requiring nore tine on the
technician's part.

Q And whol esal e orders increased during that
time, correct?

A Correct.

Q That is another factor that you have
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testified caused sone service problens?
A Correct.

Q Now, as far as dispatched orders, DSL,

i ncreases in whol esale | oop orders, you don't state

in your testinony that these things were
unanti ci pated, do you?

A No. Cdearly the growh in DSL and the
grow h i n whol esal e woul d have been expect ed.

Q In fact, nuch of the increased di spatch
orders were concurrent with SBC s | aunchi ng of
Project Pronto, correct?

A There woul d have been no connecti on.

Q Did it not happen at the sane tinme that SBC

was | aunching Project Pronto?

A It happened about the sane tinme they were
announcing it, but there was no field inmpact with
t hat announcenent .

Q Isn't it true that Project Pronto is
directed at providing increased advanced services
to Illinois?

A That's part of --

Q Such as DSL?

1899



10

11

12

13

14

15

16

17

18

19

20

21

22

A That's part of the purpose of Project
Pronto, but in the tine frane we're tal king about,
there were actually no advanced services being
deployed. It was still in the formation, the
bui | di ng st age.

Q You al so di scuss weat her problens as part
of the reason why service quality wasn't up to par
correct?

A Correct.

Q And you tal k about weather storns in early
2000, correct?

A Correct.

Q I's there anywhere in your testinony where
you actually state that those specific weather
stornms caused Ameritech Illinois to fail to neet
its out of service over 24 hours measure in a given
nont h?

A I think what | was saying was that this was
just one nore contributing factor to why the
backl og started to originate in the early sumer.

Q But you don't state anywhere in your

testinmony that these specific storns that you cite
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in early 2000 caused you -- caused Ameritech to
fail to neet the benchmarks, correct?

A | point to it as one of the contributing
factors of many.

Q Do you describe a particular stormon a

particul ar date that caused problens such that it

hel ped -- you were unable to nmeet the standard that
nont h?
A I think what | point to is the May and June

heavy rains, and | point to the specific counties
that were declared natural disaster areas by the
governor as a result of those rains.

MR HEATON: | may be just about finished. Can
I have just a couple m nutes here?

JUDGE MORAN: Sur e.

MR HEATON. At this time | have no further
questions for M. Hudzik, but I would nove to admt
the coll ective bargai ning agreenents that we
di scussed as a party adm ssion, not necessarily as
i npeachrment for M. Hudzik's testinony.

The col | ective bargai ni ng agreenents

that we've discussed, | have with me. They were
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produced in response to a data request that was
admtted, and so | ask that | could nove those into
evi dence.

JUDGE CASEY: M. Kerber?

MR KERBER | object. There's no basis for
their adm ssion as adm ssion of a party. The
adm ssion is a statenent nmade agai nst the party's
interest, that is to say, sonething that is against
the party's interest at the tine nade.

| don't know whether a contract is even

a statenent, but since we agreed to it voluntarily,
at least as a general matter, 1'd say it wasn't
against our interest. Obviously, we wanted to have
an agreenment with our unions.

JUDGE CASEY: M. Heaton, howis it an
adm ssi on?

MR, HEATON: It's an admi ssion by a party
opponent, your Honor

JUDGE CASEY: | know that is how you're
characterizing it. Howis it an adm ssion?

MR HEATON. Well, we discussed collective

bar gai ni ng agreenents, we discussed Sl PPs, admtted
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Areritech's response -- data request response
related to those issues.

The col | ective bargai ni ng agreenents
show, independent of the testinmony M. Hudzi k has
gi ven, that the conpany actually provided early
retirement packages during the same period that
they claimthey were trying to increase their work
force because they were trying to handle the
service quality problens.

I don't agree that it needs to be a
party adm ssion nade agai nst one's interest at the
time of the nmaking of the statenent for it to be
admtted as a party admssion. | don't knowif
there's any legal basis to back that up, but that's
not ny understanding of the rules of evidence.

JUDGE CASEY: How woul d you define an adm ssion?
MR HEATON. Admission is a statenent that is
nonhearsay that is relevant that is made by a party

to the proceedi ng.
JUDGE CASEY: Ckay. Your notion to have that
exhibit admtted is deni ed.

M. N xon, do you have questions?
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MR N XON: | do. | guess it depends on how
| ong you want to go.

JUDGE CASEY: You can start it up. You' ve got
17 m nutes.

MR N XON. CGo as far as we can until 6:30. |
think at this point | actually have nore questions
than | canme in wth.

JUDGE CASEY: More?

MR NI XON:  Yeah

MR KERBER Isn't there a rule against that?

MR N XON: 1t's been such an interesting
di al ogue, | want to explore sonme of it alittle
further.

CROSS EXAM NATI ON

BY
MR N XON
Q CGood evening, M. Hudzik. |'mDavid N xon,

counsel for the staff.

A CGood eveni ng.

Q Try and pick some short topics here so we
can get some done and out of the way.

You and M. Heaton were just tal king
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about some of your testinony concerning the effects
of the weather on the out of service greater than
24 hours performance by Ameritech in the year 2000.

In particular, you in your rebutta
testinmony -- | believe it's on Page 8 -- you
specifically nention six counties. You say they
were decl ared di saster areas?

MR KERBER  Just for clarity, | think he says
10 of which six were in Areritech territory.

MR N XON. Exactly.

Q Just let me further clarify --

JUDGE MORAN:  He says in his rebuttal testinony,
right?

MR NIXON: Q -- two of the counties. In
particul ar \Witeside and Wnnebago, Ameritech
doesn't -- has only limted exchanges in those
counties, one in Witeside and two in W nnebago.

A | don't know.

Q It says these were decl ared di saster areas
because of flooding fromrain; is that correct?

A That's correct.

Q Does the conpany have a code 431 for
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flooding as an act of God code?

A Yes, it does.

Q These were not designated as 4317

A The problemw th the weather codes in
general is even though they are frequently
aut hori zed by managenent, because it really depends
on the technician to code it that way, nore tines
than not the use of the weather codes is
drastically understated. That's what happened in
these periods as well.

Q Let me just try to explain this further
because | believe you're referring specifically in
and out of your testinony.

It's your testinony generally that these
exclusions are extrene or out of the norm weat her
condi ti ons?

A Correct.

Q Whul d you consi der what happened in these
counties as out of the norm weather conditions?

A Yes, | woul d.

Q But they were still included in out of

service statistics?
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A |"msure during those nonths there were 431
exclusion codes utilized. Wether they were
utilized to the extent that they probably shoul d
have been is doubtful

Q But it is possible that sone of the reports
for out of service in these particular six counties
may not have been counted whether or not Ameritech
met the standard?

A I|"msorry, could you repeat the question

Q Is it possible that sone of the outages in
these six counties served by Areritech that you
referred to for this flooding that those outages
were not reported towards whether or not Ameri tech
made the benchmark for out of service greater than
24 hours?

A To the extent that the 431 code was used on
those cases, that's true

Q As you sit here, you don't know what that
nunmber woul d be?

A No, | don't.

Q Switching gears, the cell phone service

option?
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A Yes.

Q Let nme explore a little bit about the
reasons behind the conpany's decision to offer a
cell phone | oaner option f or extended out of
service repair delays but not for del ayed
i nstal | ation.

A Ckay.

Q The main, indeed, | believe the only
anal ogy you provide there is a card dealer and a
new car anal ogy; is that correct?

A Correct.

Q And | believe it's your exanple that the
car dealer would provide a | oaner car in repair --
ext ended repair circunstances but not typically
when a custoner has bought a car?

A That was the anal ogy, correct.

Q To the extent that you' re aware, are car
deal ers under any regulatory obligation to deliver
within 24 hours?

A No, |'m not.

Q O five days?

A I'"'mnot aware of it.
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Q If a car dealer nmade a specific promse to
deliver within a particular anount of tinme, would
you think that fromthe customer perspective he
shoul d deserve compensation?

A Are you tal king about a delivery of a new

car?

Q Yes.

A I"msure fromthe custoner's perspective
I"'msure he feels entitled to it. | would be very

doubt ful that actually happened.

Q You are famliar with M. OBrien's
testi nmony?

A Yes, | am

Q Are you famliar with his two exanpl es, one
invol ving a restaurant and one invol ving Federa
Express where both conpani es have di sappoi nt ed

their patrons?

A This is in regard to credits being given?
Q Yes.

A Ckay.

Q In both of those instances, it is his

testinmony that he would expect that the two

1909



10

11

12

13

14

15

16

17

18

19

20

21

22

compani es i nvol ved woul d provi de conpensati on for
their failure to neet their prom ses?

A Correct.

Q VWhat is it that's so different in your
anal ogy about a car that you believe that if
there's a specific prom se nmade that no
conmpensati on woul d be due?

A I think the difference is there are two
di fferent anal ogies. The car anal ogy was bei ng
related to installation and repair durations. The
anal ogies that M. O Brien used was a nore of
m ssed appoi ntnent analogy. | don't think they' re
conpar abl e.

Q You don't think it's conparable if 1'mthe
car dealer and | make you a specific prom se that
you can cone pick up your car in 24 hours and I
renege on that prom se, you don't think that's
conpar abl e?

A Again, 1'd have to review Can | review
M. OBrien's analogies first before I respond?
Ckay.

JUDGE CASEY: Of the record
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(Di scussion off the record.)

JUDGE CASEY: We're going to go back on the
record

THE WTNESS: The company's basic difference
between the two is in the case of a custoner that
al ready has service, that customer has cone to rely
on the use of that service; and when that service
is interrupted for some reason, especially for a
Il ong period of tine, the conpany should be
obligated to nake some kind of conpensation for
t hat .

It's different, | think, froman

installation case where typically custonmers are
pl anning well in advance for the installation of
new lines. They have time to nmake alternate
servi ce arrangenents which they typically don't
have in the case of a repair. Certainly for an
extended installation interval beyond five days,
the custoner has opportunity to make ot her
arrangenent s.

MR NIXON: Q Wuat if it's the situation where

installati on is prom sed and everybody thinks it's
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going to be done but there's, let's say, an
unexpect ed technician shortage and the conpany has
to call and say, No, we can't install for 30 days
now.

A I think those instances are very few and
far between. And, again, even in those situations,
I think the customer has the opportunity to make
ot her arrangenents.

Q But wouldn't the customer -- | mean, the
arrangenents that custonmer could nmake or the
expecting customer could nake woul d be the sane or
mrror the ones that you woul d expect the current
customer to nmake, would they not, if the current

customer didn't have the cell phone option fromt he

conpany?
A Typically on newinstalls, it could be an
additional line being added, it could be a customer

movi ng fromone |location to another. And, again
those typically are done fairly well in advance.

Q I don't think that's responsive to the
question. Let nme try it again.

If 1"ma new custoner and there's been a
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glitch in ny installation, you re saying that I
essentially have the resources to go out and nake
my own remedy, but | have no nore choices than your
current customer does?

A The current customer is al so paying for
that service as well.

Q But you will be expecting me to pay for
your service once you hook ne up, won't you?

A Once you' re hooked up, yes, but you' re not
payi ng for that service during that period you're
wai ti ng.

Q. Are you concerned that sonmeone woul d take

the free cell phone service and then cancel their

order?
A No, that was never a consideration
Q If I"'meligible for the cell phone option

and | request it, howlong does it take for ne to
get the phone?

A Usi ng Chio and I ndiana as an exanple, if
you call in that norning and you're given a |ong
duration out of service, you d have that phone by

6: 00 o' clock that evening. |If you call that
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afternoon, it's the first thing the foll ow ng
nmor ni ng.

Q How i s that arranged and acconplished?

A It's couriered out to the house or UPS d
out to the house.

Q If a custoner instead opts for the
alternative $20 credit, | believe it is, but the
out of service tine beconmes nore extended than both
the custoner and conpany believed, would there be
any extra compensation?

A If the expected restoral tine was, say,
next day and that's -- and no cell phone was
of fered and that restoral actually turned out to be
three days or nore, that custonmer would
automatically get the $20 credit.

Q | understand that part, but I'masking if
know it's expected to be greater than 72 hours
al ready, | have the choice of either the cell phone
or the $20 credit; is that correct?

A Correct.

Q If at first | choose the $20 credit

believing that it nmay be like the fifth day that it
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will be ny service restored but, in fact, something
happens and the service won't be rest ored for

anot her five or 10 days after that, do I now have
the choice to either go back and take the cell
phone, or do | get additional conpensation above
the $207?

A My understanding is that if the actual
restorals take significantly |onger than what was
expected, you do have the option of going back and
requesting the cell phone.

JUDGE CASEY: Thank you very much.

MR, NI XON: One question.

Q Wul d the $20 credit then be taken away?

A The credit would still apply.

JUDGE CASEY: 9:30 tonorrow norning.

(Wher eupon, the above
proceedi ngs were continued to

2/22/01 at 9:30 a.m)
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